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Introduction 


T ^his essay deals with change in the economic order. The 
particular kind of change it discusses, transition from an 
unplanned to a planned system, is a task for statesmen and 
practical reformers, who must apply considerations of prac- 
ticability and political expediency to the problems of social 
transformation. They also need, whether they know it or not, 
a theoretical framework. It is with these theoretical aspects of 
change that this study is concerned, and the other problems 
involved will be discussed only so far as they cannot be isolated 
from the main topic. 

Even with this restriction, the discussion necessarily cuts 
across many lines of approach to the core problems of human 
society— so many, indeed, that completeness in the reviewing 
of relevant facts and important literature proved unachiev- 
able. An author who would try to acquaint himself with all the 
books and articles touching upon one or another phase of the 
pl annin g problem would have no time to thin k out his own 
ideas. XWefore the selection of the arguments for discussion 
in this essay had to some extent to be arbitrary, and it can only 
he hoped that no important type of argument, either for or 
against planning or any particular form of it, has been entirely 
overlooked.^ It would be unwarranted to assume that this 

^ Alvin H Hansen’s Economic Policy and Full Employment (New York and Lon- 
don: Whittlesey House, 1947), appeared too late to be used in preparing the second 
edition. 

• 1:13 




2 Theory of National Economic Planning 

writer has in every instance succeeded in singling out for con- 
troversy or assent those writings which represent their par- 
ticular school of thought at its best.” 

A place of special significance for our topic is held by recent 
theoretical writings on the theory of socialism. This literature, 
represented, for instance, by the writings of Lange, Pigou, and 
Dickinson, starts from the question: Is a rational economy 
possible if all the factors of production are communally owned 
and under communal control? The authors assume that fori 
some reasons of justice or economic necessity private enterprise 
must be superseded by social enterprise. No such assumption is 
made in this essay, and the question to be investigated is : What 
form and degree of social control must be established as a 
remedy for the most irrational feature of the present system, 
economic instability? The two questions, of course, are inter- ' 
related, and the discussion will make it clear that the theoreti- 
cians of socialism have been trailblazers for the investigation 
of the problem of national planning. But their objective was to 
find the conditions xmder which a definite concept of society, 
representing, in a sense, a maximum of change, might be 
put into reality, whereas here we will discuss the minimum 
requisites of a program destined to accomplish a more limited 
purpose. 

The last years have seen great changes in socioeconomic 
relations. Aside from the nationalization of key industries, 
which is in the process of execution in England and at least on 
the agenda almost everywhere on the European continent, 

® Therefore no attempt has been made to compile a bibliography, although it 
might have been a convenience for some readers A mere listing of books would have 
hardly been worth the space, for no student of the subject could profit much from 
moving withm that ocean of literature without a guide. Any offer of guidance, how- 
ever, would have required the establishment of an order of value, and this task 
seemed impossible of fulfillment at the present time. 
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many nations have greatly added to the protection of ' their 
citizens from economic hazards. Great Britain has introduced 
her “ from cradle to grave” system . In the United States, the 
enacted in one great sweep a few years 
of the war, are in operation and supple- 
mentary laws are proposed to fill out the gaps that still remain. 
These measures are necessary elements of any social order 
which endeavors to reduce human suffering to a minimum. 
No general policy can prevent accidents, of a physical or a 
social nature, which may deprive individuals of their incomes 
or may impose on them financial burdens for the restoration or 
preservation of their working ability. But insurance is pri- 
marily a means to protect the individual against harmful eco- 
nomic consequences of events in his personal life and has only 
a very limited remedial effect if economic hardships are rooted 
in general conditions. From the individual’s point of view, in- 
surance benefits are no adequate compensation for protracted 
unemployment. From a general viewpoint, it is true that un- 
employment benefits operate as a cushion against the drop of 
consumers’ purchasing power in a depression, but the worst 
depression the world has even seen occurred at a time when 
society had made better provisions than ever before for the 
maintenance of those who lost their jobs. This experience is 
at least prima facie evidence that the cushioning effect of insur- 
ance benefits cannot substantially weaken the impact of those 
forces which make our economy unstable. In some countries 
the structure of social insurance crumbled when the depres- 
sion caused extreme distress in public finance, and in one 
nation— the German Republic— the inability of the govern- 
ment to maintain insurance benefits on a decent level helped 
to undermine faith in democracy. Some economists might 


s ocial security laws. 
before the outbreak 
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maintain that the insurance system would have withstood the 
effects of the depression better, or would have shortened the 
period of economic paralysis, if other methods of fin ancing 
had been chosen, or if benefits had been more hberal, or if 
work relief had been offered more generally in place of cash 
relief. This author, for one, has not been able to convince him- 
self that any such alterations would have made an essential 
difference in the outcome. 

Social insurance, therefore, does not in itself guarantee sta- 
bility of employment and avoidance of jerks in the price level. 
It cannot function properly in an economy which is not stabil- 
ized by the use of other techniques. The purpose of this book 
is to discuss some fundamental questions which must be an- 
swered before those techniques can be elaborated and applied. 



1. The Function and 
Concept of Planning 


I N THE ECONOMY o£ perfect competition, which we perhaps 
may better call the economy of the perfect market, ^ intra- 
marginal resources are used in the way best suited to satisfy 
effective demand. The slightest degree of idleness— whether of 
man power, equipment, or stocks of material— produces im- 
mediately a price drop great enough to cause the unemployed 
resources to be reabsorbed without delay into the productive' 
process. Therefore, unemployment must be explained in terms 
of some of the many differences between the perfect market 
economy and the real economy. 

One of these difierences is the d isrega rd of the elem ent o f 
tim e in t he concept of Ae perfect inarket economy. It would 
not be correct to say that we abstract entirely from the lapse of 
time when we use the concept of the perfect market, for this 
concept includes, for instance, the phenomenon of interest. 
However, in two very essential respects the abstraction takes 
place. First, 'v^assume^Aat there ^e no frictions, and ^at, 
therefore, economic action and reaction— for mst^ce, in crea se 
of supply, lowering of price, and increase of deman d— a re 
simultaneous, or nearly_sp. Second, by assuming that all per- 
sons have full knowledge of the consequences of their actions, 
we disregard the fact that this knowledge can only be obtained 
in the course of time. In a competitive economy, producers do 

C53 
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not compare notes on their plans, and even under imperfect 
competition or monopoly few producers inform each other 
fully about all their designs. More often than not one entre- 
preneur learns of the intentions of his fellow entrepreneurs 
only when these intentions have been carried out to a point 
where the effects become visible. F requently t his oc curs a con- 
siderable time after the action has been initiat^. Entrepre- 
neurs enter commitments for the execution of projects without 
knovting what commitments are accepted by other entrepre- 
neurs at the same time, or what will be accepted before their 
own projects can be brought to fruition. 

This is one of the major reasons why the price system cannot 
achieye perfect coordination of individual economicactiyities. 
Present prices reflect only the present relationship of supply 
and demand, with an entirely inadequate and haphazard cor- 
rection through speculation. Most frequently, present prices 
are the basis of decisions for industrial expansion, not because 
entrepreneurs are foolish enough to think that prices cannot 
change, but because the y rarely fi nd any adequate sourc^.of 
information of the likelihood of change and, therefore, accept 
t^ possibih^ of price J,uctuation as an inevitable risk in thei r 
economic ventures. Their actions, inadequately adjusted to 
conditions* wliich are bound to arise, will aggravate instead of 
aUmate Ae price changes, and the resulting disturb^es 
the market will caus e major fluctuations in employment. 
Economic stabilization, m the sense of a stable rate of growth 
without violent changes in the price level and without wide- 
spread interruption of employment, is imobtainable unless 
present actions are plaimed with a view to the supply-demand 
relations which they are bound to create, and not merely 
guided by the supply-demand relations existing at the start. 
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All business-cycle theories explain the change from pros- 
perity to depression, in fact if not in terms, by reference to the 
inadequacy of the present prices as a guide for economic acts 
which are bound to exert an influence on the future. I f the 
pur ely psychological theories are neglected, the various school s 
of business-cycle theory can be diyided, broadly speaking, into 
two main groups , distinguished by their acceptance or rejec- 
tion of Say's famous proposition that every additional supply 
creates an equal amount of additional demand. Those who do 
not believe in this proposition assume the possibility of a grow- 
ing divergence of productive capacity and purchasers’ incomes. 
They think that in periods of prosperity the entrepreneurs ex- 
pand their plants so muchjth^ the development of purchasing 
power does not keep pace wiA the growth of the abilityjtp 
produce. “ Underconsumption theory ” has become the accepted 
term for this kind of explanation. Evidendy, if present prices 
reflected not merely the supply-demand relation which exists 
today, but offered any way to recognize that relation which 
present commitments, according to this theory, are bound to 
create, expansion would not reach the danger point, for no 
entrepreneur wants to create capacity which he cannot use. 

The business-cycle theorists who accept Say’s law also ex- 
plain the origin of depressions by the exaggerated size and 
number of the expansion projects in prosperity. This type of 
thought is now commonly labeled “oyeritiycstment ffiejoagr” 
which is a very unsatisfactory term, since nearly all the theories 
of the business cycle refer somehow to the phenomenon of 
large investment during the boom. Yet terminological discus- 
sions are rarely fruitful, and thus the name may as well be 
accepted. The conception of the overinvestment theorists is 
not that the expansion projects are top large or numerous in 
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relation to the prospective purchasing power, but r ather tha t 
they are too large in relation to the resomrces available for t hei r 
completion. Evidently, if the entrepreneurs had been warned 
in time, by a rising level of factor prices, of the impending 
shortage of resources, the collapse could have been avoided.'^ 

There are two imaginable ways to remove the cause which 
both schools, from their different positions, regard as respon- 
sible for economic fluctuations. Either the mechanism of th e 
p rice system must be so influenced that present prices refle ct 
to a suffici e nt ext en t the fut ure supply and deman d situation ; 
0£ Ae effects of commitmentsjnto which entrepreneurs plan 
to enter must be calculated in adv anc e, and entrep rene urs mu st 
be induced, to disobey present price s so far as these wou ld 
lea d them i nto cora mitment s that cann ot be carried out juc- 
ceAsMljLu 

A policy which attempts to correct the reactions of the price 
system in an otherwise unregulated economy must use credit 

^ The reader may find it difficult, perhaps, to fit the business-cycle theory of John 
Maynard Keynes into this scheme As Haberler has convincingly shown, the general 
elements of Keynes’s economic theory are compatible with almost any explanation 
of the phenomenon of depressions. See Gottfried von Haberler, Prosperity and De- 
pression (Geneva, 1939), chap 8, esp , p 235. 

Even his own explanation of slumps, which Keynes offers rather hesitatingly in 
his “Notes on the Trade Cycle” (chap 22 of The General Theory of Employment^ 
Interest, and Money, New York* Harcourt, Brace, 1936), is only a framework with 
room for different cycle theories. Keynes sees the mam cause of a depression in the 
sudden collapse of the marginal efficiency of capital, that is, the expected yield of 
the last unit of money capital. A collapse of expectations may be due to one of two 
causes. Either conditions have changed, so that previous expectations have become 
unjustified, and this change is suddenly realized, or people change their mood with- 
out a change in underlying conditions—thcy were optimistic before and suddenly 
become sober or even pessimistic. If the latter change is assumed to be the cause of 
depressions, we have to deal with one of the purely psychological explanations. 

Keynes mostly leans toward a psychological theory, but he does by no means 
exclude the possibility that objective conditions may have reduced the real prospects 
of making a profit Since he assumes a secular decline in the trend of these prospects, 
It IS not impossible that he thmks of depressions as periodical adjustments of capital 
values to this downward trend There is a very similar conception m the thought of 
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as an instrument. Almost as long as there have been Central 
Banks of Issue, it has been their policy to curtaE booms by re- 
stricting credit and to encourage economic activity in periods 
of depression by an abundant supply of “cheap money.” More 
recently, aside from other refinements of this technique, sup- 
port of Central Bank policy by adequate fiscal measures and 
by public works programs has become frequent. In this way 
the range of economic fluctuations has been reduced, not in 
comparison with previous epochs, but with the magnitude 
which it would probably have assumed without an attempt at 
regulation. 

In a later place we shall try to summarize recent experience 
with credit policy and to show some of the reasons why it has 
not been more successful. Here it will suffice to state that credi t 
p olicy can, a t best, mitigate or shorten but not prevent depres- 
sion s, and therefore , tha t it is not an Sectiv^me;tfis'ot~ec o- 
n omic stabil iza tion at fuU employment. This statement, of 

Karl Marx (see Captal, Vol III, chap 15)— not the only point of contact between 
Keynes and the great socialist thinker 

If we assume for a moment that Keynes really held a deterioration of objective 
conditions responsible for the collapse of expectations, the question arises why con- 
ditions should have so deteriorated The ovennvestment theorists would suggest 
that the strain on the resources had been too great, but it is certain that Keynes 
would not accept this explanation There is a possibility that other technical factors, 
related to the tendency of dimmishmg returns from land and analogous phenomena, 
might be considered the cause of the decline, but it is difficult to see how this could 
explam depressions, since a characteristic feature of the latter is the depreciation of 
capital assets, whereas the lower return of new factor units would necessarily en- 
hance the value of those already in existence. Therefore, the cause of deterioration 
would have to be found in a decime of marketing possibilities for products. This 
presupposes the belief that the disbursement of large sums, invested m mdustry dur- 
ing the prosperity period, has somehow failed to mamtain consumers’ purchasing 
power to an extent sufficient for the buying of all the products which the newly 
created capital goods are able to produce. Therefore, if Keynes followed this Ime of 
thought, he would be committed to the conception of a periodically growing dis- 
crepancy between capacity to produce and capacity to consume, and would thereby 
be placed where probably most of his followers stand, namely, among the under- 
consumption theorists. 
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course, refers to the role of credit regulation when it is con- 
sidered the exclusive or principal instrument of economic 
stabilization. As an auxiliary measure to carry out a compre- 
hensive production scheme, credit regulation is indispensable 
and far more likely to be efiective. 

The purpose can only be accomplished if the effects of the 
entrepreneurs’ commitments are anticipated with respect to 
|their kinds and magnitudes and if emnnrmV. activities are then 
c oordinated in a more perfect w ay than they would be tmder 
the exclusive guidance of the price mechanism. The agency 
charged with the t ask of anticipation will have to survey th e 
entrepren eurs’ projects and have to find out what processes of 
production they require and what quantities of the various 
production factors are necessary for these processes. It will have 
to estimate how the incomes of the various population groups 
will be affected by the contemplated changes in production 
and how consumers will react to the changes in supply and 
income. The agency may then work out modifications ofjhe 
projects, so that they ckn be executed without major disturb- 
ances in the body economic. There is no reason why the agency 
should confine itself to the examination of the expansion proj- 
ects which individual entrepreneurs have worked out. It may 
assume the initiative by proposing its own projects, either as 
a supplement to those contemplated by the entrepreneurs, or 
as the main scheme for the expansion. No matter where the 
initiative lies, or how it may be divided, there will emerge from 
the work of that agency a scheme of economic growth, com- 
prising t hose expansion projects which in its opimon are mut u- 
^y compatible and preferable to all alternatives . We are in 
accordance with general usage wh en we call this scheme a 
na tional economic plan, on the assumption that the agen cy— 
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the planning board— h operating^ on behalf of a nation al, n ot 
a regional or international, community. 

It may be useful to consider some^ the i mplications of this 
line of reasoning, which has led us to the concepFof economic 
planning, before we attempt to work out a clear-cut definition. 
The in tCTest m planning, as a_£CTmanent policy or mstitution, 
spri ngs mai nly from the desire Jn-agoid, depressiogg. Except 
for this interest, planning in the western countries mi gh t never 
have become the object of serious thought and widespread dis- 
cussion. However, there is no reason why planning, once insti- 
tuted, should not be made to se^e other puiposes as well . A 
plan shows the interd epend ence, of dl economic operationsat 
any moment within t he planning period , and such a demon- 
stration is very important for the determination of policies in 
many fields. An especially important task of planning results 
from increased intensity of struggles over the distribution of 
the national income. If wages or farm prices are to be fixed for 
some period in advance, and if they are to be determined by 
some kind of rational consideration and not merely by the 
relative power of the interested parties, it will be necessary to 
estimat e in advance the magnitude of the social prod uct an d 
the possible effects of changes in dxe cost of production upon 
that magn itud e. Not even an approximately accurate estimate 
of that kind is possible without a production plan. 

The problems which planning is inte nded t o solye.ptigin^te 
from the ^owth of ^e economy. This is immediately clear 
for the task of straightening out the business cycle, with which 
only growing economies are afflicted but in other respects too 
a task for planning exists merely because economic facts arc 
subject to continuous change. The interdependence of eco- 
nomic processes offers serious problems of investigation only 
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because the data are in flux, otherwise the effects of changes, 
L example, in the wage or interest rates, would be so dear 
that the services of the planner would hardly be required. 
More will be said later about the tasks of planning outside of 

the elimination of depressions. 

When the planning board works out its suggestions for the 
future, its main task is to determine how Ae activities of Ae 
various business units_must_,fit_tpgeACT_to_secure_a j^ll and _ 
balanced use of resour ces. Thus it takes over a function of 
the market, namely, coordination of individual activities. Plan- 
ning is justified only if it can achieve a better coordination than 
the unregulated market. There is hope that the complete sm, 
vey of resources and operations, extended by way of estirnation’ 
into the future, will enable the planning board to avoid thd 
pitfalls of the market mechanism. But the difference lies in 
the better fulfillment of the function, not in the function itself 
Planning means coordmation through a conscious effort, in-/ 
stead of the automatic coordination which takes place in the: 
market, and that conscious effort is to be made by an organ 
of society. Therefore, planning is an activity of a collectiyi§tid 
char acter and is regulation of the actiYities of indiyidpalsjjy 
the community. Thi^tiue whether or not the plan is enforced 
by compulsion. Even if foe plan is carried out through counsel 
vol^tarily accepted, foe weight is shifted from indivi^al 
decisionsjo foe deliberations of communal bodies. 

The coTlectivistic nature of planning is so much in foe public 
mind, that planning has quite frequently been identified with 
government interference. But history is full of examples of 
government interference, whereas foe establishment of an eco- 
nomic plan (namely, a comprehensive scheme of expected 
frnnnmir processes), has rarely even been attempted. It seems 
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a misuse to speak of planning when there is no plan; all plan- 
ning is government control, but not all government control is 
planning- 

A plan should be distinguished from a mere determination 
of policy, even if the latter is connected with an advance an- 
alysis of its probable effects, as it was in Alexander Hamilton’s 
Report on Manufactures, which represented an efEort to coor- 
dinate economic activities for an intended purpose, but did not 
draw up a scheme of economic processes i n quant ita tive term s. 
Of course, it is by no means impossible to base the proposal of 
a tariff or a social welfare law or a measure to regulate domes- 
tic commerce or the stock exchange upon a quantitative antic- 
ipation of the economic processes as they will develop if the 
proposal is carried out, but that is tantamount to saying that 
a mere program of economic policy can be developed into an 
economic plan. A program may describe the desired processes 
merely in terms of their kind; it may, for instance, propose 
that a country should take up manufacturing mdustry or cer- 
tain types of industry, or should, on the contrary, confine itself 
to agriculture. A plan adds quantitative determination. It pro- 
vides for a definite volume and value of steel and machine 
output, wheat production, railroad service, and for a definite 
consumption of man power and material in each industry. 

P lanning can be defined as guidance of economic activities 
by a communal organ through a scheme which describes, in 
quantitative as well as qualitative terms, the productive proc- 
esses that ought to be undertaken during a designated future 
period. To achieve the main purpose of planning, these proc- 
esses must be so chosen and designed that they secure the full 
use of available resources and avoid contradictory require- 
ments, making a stable rate of progress possible. 
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P lanning must be carried out in two phases. First, a plan 
must be compiled, and second, it must be executed. It is neces- 
sary to emphasize this commonplace because an inadequate 
distinction between planmaking and plan execution has led to 
many misunderstandings. A very different degree of intensity 
or comprehensiveness may be required for these two spheres. 
In making the plan, we must take into account all the processes 
within the body economic, since each of them may influence 
the other. Once we have estabhshed the plan, we may well find 
that it is sufl&cient to apply special measures of inducement or 
compulsion in some fields only, whereas in others develop- 
ment is likely to follow the lines devised in the plan without 
any action by the organs of society. At any rate, thoroughness 
in the sphere of planmaking may be compatible with the ap- 
plication of mild means in the field of plan execution. That a 
plan is all-inclusive, as it should be, does not mean that it has 
to be carried out by compulsion, still less that it requires a dic- 
tator. A total plan may be put into effect by methods which are 
not totalitarian at all. 



II. The Making of 
the Plan 


The Determination of Purpose in a 
Planned Economy 

D ;finition of the function of planning— our endeavor in 
I the foregoing pages— is not the same as description of 
the purpose which a plan may be made to serve. Nearly 
all human purposes require material means for their achieve- 
ment and are pursued over a period of time. The achievement 
will always be easier if the economy is more efficient in produc- 
ing goods, the efficiency will always be greater if economic 
expansion goes on without interruption, and there will always 
be more likelihood for a continuous growth of production 
facilities if the expansion process is guided by a plan./rhus a 
t3rrant may plan for the achievement of maximum power, a 
religious group for the building of a great church orgamzation, 
a people in danger of foreign invasion for the organization and 
equipment of the most efficient army, a benevolent autocrat 
for providing the citizens with goods which, in his opinion, 
they ought to have, and a democratic government for the best 
satisfaction of the people’s desires. Every one of these govern- 
ments will wish to use the resources of the national economy 
as effectively as possible, and therefore the function of plan- 
ning, economic stabilization at full employment, will be the 

CxsH 
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jsatne; but the purposes of the particular plan, and therefore 
i the ways in which the resources of the economy are employed, 
Will be very different. 

In the western countries, aside from periods of emergency, 
planning for the satisfaction of consumers’ desires is of greater 
significance than any other type, but it is also, for two reasons, 
a more complex undertaking. In the first place, planning for 
the sake of the consumers lacks that near-complete unity of 
ultimate purpose which we find, for instance, in war planning ; 
consumers’ preferences are proverbially different. Second, if 
the consumers are to be given what they want, machinery is 
needed to ascertain their desires. The planning board does not 
assume ultimate power to decide what should be produced, 
but lays down a framework for the decision of the consumers. 
As we shall see, this procedure raises some questions which 

wpuld not become significant if the consumer were denied 

* 

economic sovereignty. 

It is easy, however, to exaggerate the sacrifice which the 
planning board will have to make in terms of effort and diffi- 
culty of operation if it puts itself at the service of the consumer. 
Even a despot can exert his rule only through human beings, 
and if he wants to use them he must take their wishes and 
needs into accoimt. Thus the difference between planning for 
the satisfaction of consumers’ desires and all the other types 
of planning is one of degree only. A despotic government, or 
a ruler who is convinced that he understands the real needs of 
the consumers better than the consumers themselves, may dis- 
regard their wishes in many respects, and may thereby sim- 
plify his economic policy, yet he caimot deprive them of every 
freedom of choice. His machinery for anticipation of what the 
consumers are going to choose will be cruder than that of a 
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democratic planning board, but it cannot be spared entirely if 
disaffection and inefficiency are to be avoided. 

Democratic planning requires full consumers’ sovereignty, 
as distinguished from the narrower concept of “consumers’ 
free choice.” The latter term, in the language now generally 
used by economists, means merely that consumers do not draw 
fixed rations of individual commodities but can choose among 
all the commodities they find on the market; in other words, 
that incomes are paid out in money, usable in exchange for all 
sorts of wares, rather than in bread stamps, meat stamps, as- 
signment certificates for rooms, and so on. Under this system 
the government still retains the right to decide what ought to 
be produced, without being bound by consumers’ preferences. 
Consumers’ sovereignty, however, means that consumers de- 
cide how each available unit of resources should be used. 
Therefore they can choose not merely among goods alrejyiy 
produced but among all practicable objectives of production. 
T he consumer, t hrough the “pull” o f his d^manck, steers 
productioo. Consumers’ free choice is essentially a technical 
method of distributing goods; consumes! sovereignty is a 
principle of fundamental importa nce. 1 

We have to beware of the error— which permeates Hayek’s 
widely read book The Road to Serfdom^ and is turned by Him 
into an argument against planning— that consumers’ sover- 
eignty leads to innumerable conflicts which will put the plan- 
ning board in the center of a continuous political struggle and 
thereby end every hope of making it a body of impartial ex- 
perts. CoiwumCTs’ desires are^fferent, but they are not neces- 
sarily contradictory. Divergence of consumers’ tastes does not 

^Friedrich A Hayek, The Road to Serfdom, Foreword by John Chamberlam. 
(Chicago University of Chicago Press, 1944). 
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produce eflfects sim^ to the divergence of opinions betwe en 

S nolitical partieSj for the consumer wants only a proportional 
>art of die available resources to be devoted to the purposes 
or which he has a preference and does not care what happens 
0 the rest, whereas a political party wants its aims to prevail 
0 the exclusion of others. If, for instance, some citizens want a 
constitutional reform and others oppose it, either the one or 
the other group must win its point, or if a compromise is made, 
one group loses what the other gains. But if one consumer 
wants to spend his income on better food and the other on 
better housing, there is no need for any agency to arbitrate this 
difference of opinion. Each can follow his preference without 
prejudice to the other, except to the extent that their needs 
require the use of the same scarce resources. In this event 
the conflict is decided by competitive bidding, regardless of 
whether the economic system is one of unplanned capitalism 
or a planned economy based on consumers’ sovereignty.” Fail- 
ure to notice this fact leads to gross overestimation of the num- 
ber and magnitude of conflicts which a planning board will 
havetosetde. 

But there are conflicts which require a political decision. In 
matters of education, in the broadest sense of the word, the 
easy way by which other matters of consumption are settled 
is not practicable. The education of our children determines 
the character of the future community. My neighbor may be 
perfectly satisfied if his children grow up without education 
, and may, therefore, refuse to let the community spend any of 
its resources on school buildings and the maintenance of teach- 

® Even if industries were completely socialized, there would only be difiFerences in 
the form, not in the essence of the procedure as long as the use of money is retained 
and consumers* sovereignty laid down as the basic rule. The reader who has any 
doubt on this point may consult, as one among many sources, H. D. Dickmson, 
Econpmtcs of Socialism (Oxford, 1939). 
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ers, but I shall be most dissatisfied with the idea that my chil- 
dren might be forced to live in the kind of community which 
his children would make if they did not receive any schooling. 
Besides, we generally feel that a parent’s right over the fate of 
his children is conditional, not absolute, and since the child is 
not in a position to make decisioixs for himself, we limit the 
power of the parent to make decisions for him, to deviate from 
what we expect to be the child’s wish when he has reached 
adult age. We may therefore force the father— in a plaimed 
economy, as we do today— to tolerate expenditure of commu- 
nity resources for the schooling of his children. To forestall 
the evil effects of poor hoxising upon the community, we may 
subsidize the construction of dwellings from public funds, 
thereby causing a greater amount of resources to be spent upon 
housing rhan the preferences of the individual families would 
justify. We do not want people to consume opium or mari- 
juana, and we will, of course, not provide for their production 
except for medicinal use. We do not recognize the addict’s 
sovereignty as a consumer because we think that his habit will 
disqualify him as a citizen and thereby damage the commu- 
nity, which should have the active support of all its members. 
It is also because we feel that he is not now in a position to 
make a choice that deserves to be respected and that after- 
wards, when we have freed him from his vice, he will approve 
of our course of action. There is a negative social need for the 
prevention of the use of noxious drugs as there are positive 
social needs for proper education and housing. 

^ In all these instances, the political power of the majority has 
to be used against the minority.’ However, the majority has not 

* These decisions must be made by a majority, because there are practically always 
dissenters It is difficult to see why Hayek believes that “common action is . . , limited 
to the fields where people agree on common ends ” (Op at,, p. 60,) As a description 
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merely to consider what influence upon the individuals it re- 
gards as desirable, but also how far it will go in limiting indi- 
vidual freedom. Probably none of us has any doubt concerning 
the opium addict, but many of us, even if we do not con- 
sume liquor ourselves, may question the wisdom or the right 
to withhold it from our fellow citizens. If a minority wants to 
enjoy a new type of art and is willing to pay for it, there is no 
reason why that minority should be denied facilities such as 

of conditions m present-day capitalistic society, this statement is obviously mvalid, as 
for example, the budget debates of legislative bodies show Hayek’s own ideal society 
could not possibly be bound by that rule, since he does not wish to elimmate, for 
example, defense and public education. Conscientious objectors will presumably al- 
ways block complete agreement on defense as a common purpose, although people 
may agree that schooling is desirable, they will have very divergent ideas with respect 
to the ends which schools should strive to accomplish. 

A few of Hayek*s passages indicate that he does not always think of general agree- 
ment in this context but that at least sometimes he means to deny that even agreement 
within a majority is possible when economic issues are at stake “Majorities will be 
found where it is a choice between limited alternatives, but it is a superstition to 
believe that there must be a majority view on everything There is no reason why 
there should be a majority in favor of any one of the different possible courses if 
their number is legion Every member of the legislative assembly might prefer some 
particular plan for the direction of economic activity to no plan, yet no one plan 
may appear preferable to a majority to no plan at all ” {Op ett , p. 64.) This would 
clearly be a majority view and the resulting compromise would be very acceptable to 
Hayek* the majority would reject planning But it is at least equally possible that 
the majority will successively elimmate by vote each of the less desirable plans and 
retain one which, although perhaps not the first choice of any one member, is con- 
sidered preferable to no plan by a majority If planning is regarded as a means to 
assure stable growth of the economy or other common advantages, the latter outcome 
IS much more probable, for the same reason why— to modify an illustration used by 
Hayek— a group of people, wishmg to take a hiking trip but having failed to agree 
on the goal m advance of their arrival at the startmg point, arc unlikely to return 
home because of mability to decide where to go, provided all of them find great 
pleasure in hikmg In any event, however, acceptance of one plan or rejection of all 
would be a legitimate action for the representatives of the people. “Dissatisfaction 
with democratic processes” or the belief that elected legislatures are “meffective 
‘talking shops’ ” {thid , p. 62) will only originate if a sufficient number of voters be- 
come convinced that the advantages of planning are greater than the disadvantages 
of some plan and if at the same time a majority of representatives rejects all plans, 
regarding none of them preferable to an unplanned economy In this event the 
remedy is at hand the people should elect other representatives because the present 
representation does not express the will of the voters. 
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museums or theaters. The national plan must provide for ‘the 
establishment of all churches in which people are enough in- 
terested to forego, pro tanto, their right to consume goods 
which would require an equal amount of resources. The ma- 
jority, which perhaps thinks cubism, or whatever the new art 
is, a silly sort of painting in which nobody should indulge or 
may consider a particular cult superstitious and its doctrine 
misleading, may try to win the heretics over by persuasion, but 
must not resort to compulsion, economic or otherwise . The 
conflict between the educational aims pi a majority an<rthe 
right’cSTa minority to its own convictions is by no means pe- 
c uliar to a planned economy, but h ere it assumes increased 
importance. In a planned system, it maybe necessary to imple- 
ment the constitutional provisions protecting minority inter- 
ests with special safeguards, but the best protection will not lie 
in laws. It will he m the conviction of the majority that in- 
doctrmation by the community is only justifiable as long as it 
concerns the ethical standards without which no community 
can live, and that for the rest everybody must be free to follow 
his beliefs, follies, or hobbies; furthermore, that a wide range 
of intellectual experimentation is very useful, because the folly 
of today may blaze the trail for an important intellectual or 
artistic achievement a few years hence. 

Another type of conflict requires political decision. The 
wishes of the consumers as individuals jrejiot always.identi.ca1 
with their desims jis rnemb^s^ of the community. The most 
important of these differences concerns time preference. We 
always attribute more significance to gains and losses in the 
present than to those in the future, but in private decisions the 
discount is much greater than if we are called upon to act as 
citizens. The strongest motive for time preference is the un- 
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certainty and brevity of the human life. When we act as indi- 
viduals, intense interest in losses or gains rarely extends further 
than the lifetime of our children. The community, on the 
other hand, appears to us an entity destined to last for a long 
time, if not forever. When we act as citizens, we wish to coerce 
ourselves to take the future more seriously than we would do 
as private individuals. 

Those writers who maintain that consumers’ sovereignty is 
incompatible with planning almost invariably fail to draw a 
clear dividing line between political and.nonpolitical decisions. 
They believe that “the making of an economic plan involves 
the choice between conflicting or competing ends”* not only 
in the satisfaction of social needs but also with respect to indi- 
vidual consumption. They do not realize that government may 
in some fields function as a mere registration board and execu- 
tive agency for consumers’ preferences whereas in others it 
has to make “substantive” choicesj, Hayek commits this mis- 
take even in historic analysis, where the character of govern- 
ment activities can be ascertained by direct observation of its 
effects. 

Where, as was, for example, true in Germany as early as 1928, the central 
and local authorities directly control the use of more than half the na- 
tional income (according to an ofiScial German estimate then, 53%), 
they control indirectly almost the whole economic life of the nation. 
There is, then, scarcely an individual end which is not dependent for 
its achievement on the action of the state, and the ‘social scale of values,’ 
which guides the state’s action must embrace practically all mdividual 
ends.' 

Yet in the German y of 1028 th e indiv idual co nsumer s 
rightly felt th at they dir ected the bulk o f pr oduction, an d 
among the infringements upon consumers’ sovereignty those 


* Hayek, op. at., p. 65. 


^Ibtd., p. 61. 
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by_ private inonopolists were probably more important than 
those of governm^tai origin. Of course, that would have been 
impossible if (he 53 per cent of the national income under 
public control had all been in the same category with, for ex- 
ample, the military budget, in which the state really decides 
how much should be spent on guns and how much on bar- 
racks, and even what kind of uniform the soldier should wear 
and what he should eat. But the 53 per cent included also the 
budget of the German Federal Railroads, which did their busi- 
ness in precisely the same way as a private railroad corporation 
would have done; the postal system (also operating the tele- 
phone and telegraph services), from which the citizen bought 
communication service in the same way as he would have from 
a private enterprise if one had operated in this field; the mu- 
nicipal, state, and federal electric plants and the municipal 
gasworks which all offered their services for sale at the prices 
they thought they could get, except that they sometimes re- 
nounced monopoly gains which they might have been able to 
make; they expanded their plants when they believed they 
had a good m'arket that would take more of their goods, and 
stopped their investments in new machines and sometimes 
their replacement of old ones when their sales did not permit 
the use of existing capacity. They acted in every way in accord- 
ance with the laws of the market. By far the larger part of the 
53 per cent was in this category." Not merely did these govern- 

® The part o£ the national income which was actually disposed of by political deci- 
sion was certainly less than 25 per cent This was the approximate share of the 
budgets of the federal, state, and municipal governments without the budgets of 
any government-owned enterprises. Although the budgets of the government enter- 
prises may have contained some items which covered social needs in the sense in 
which the term is used here, these expenditures could not compensate for expendi- 
tures for mdividual needs in the public budgets proper. The latter contain^, for 
instance, large sums for the construction of roads and canals, yet probably not more 
than would have been spent if these projects had been pnvately operated and financed 
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meflt-owned units actually operate m essentially the same 
fashion as private enterprises, but they could have done little 
else. They were bound by the rules of rational economic pro- 
cedure, because the taxpayers would have been unwilling to 
make up any large deficit of the publicly owned enterprise. 

In the drafting of a national plan the distinction between 
areas in which the state has purposes of its own and others in 
which it merely registers and satisfies consumers’ desires is of 
the same fundamental importance as in the operation of gov- 
ernment-owned plants. Since planning does not require society 
to judge all the preferences bfi ndiv iduncbnsu]nets r apla5 n6d 
system does not need— as Hayek believes— “a complete ethicH 
code” which r^fesSits “ac^prehensive scale of valuesJn 
which every n eed of e very person is given its place.”’ Such a 
code would even be a logical impossibility because most con- 
sumers’ purposes are ethically indifferent. It is no more vir- 
tuous to prefer beef to veal than veal to beef, or a washing 
I machine to a radio set rather than vice versa. 

It is p ossible, although by no means certain, that social needs 
and therefore political decisions on economic issu es will oc- 
cu^ a larger space in a planned than in an unplanned econ- 
omy.“ VaFy likely a planned system will register social needs 
more ac curately a nd fully than does unplanned capitalistic On 

by tolls. Also, a considerable part o£ the sum which the various government units 
spent on housing would have gone mto the same channels from other sources with- 
out government interference. 

HayeVs argument is open to other objections If the telephone, the telegraph, the 
railroads, the gas and electricity supply, and so on, had been in private ownership, 
Hayek himself would certainly not have advocated complete freedom for these 
monopolistic enterprises to fix their rates, but would have insisted on public control 
The effects which the state can exert upon the employment of national resources 
through the use of its price-fixmg powers are much the same as the ones which 
government can cause via direct ownership. Hayek thus has failed to show how the 
problem which he considers mcapable of a satisfactory solution can be avoided 

’’ Hayek, op, ctt„ p 57. 
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the other hand, som e s ocial need s require attention only so 
long as the standard of living is lov7, and the standard may be 
r^ed jby pl anhin glTEe housing problem is a point in ques- 
tion. To the extent that the plan fulfills its purpose of increas- 
ing the average annual income by eliminating waste caused by 
instability, individuals will spend enough on thar dwellings 
to bring them up to socially desirable standards, and the need 
for subsidies will disappear. 

Even if planning leads to increased community action in 
the service of social needs, that would, of co urse, be no reason 
for criticism.' Human happiness requires that every need, be it 
individual or social, receive its proper weight in determining 
the course of production, and it is a strong rather than a weak 
point in an economic system iE the communal purposes are 
fully recognized. The best way to prevent overemphasis on 
social needs is to leave their recognition to democratical ly 
elect ed bodies. Men are not easily induced to infringe as citi- 
zens upon their private wants. They will apply careful scrutiny 
to every public request for resources which might otherwise 
be used for the production of things the mdividual could enjoy 
in private consumption. 

If an overexpansion of the political sphere is prevented by 
democratic control over the recognition of social needs, the 
bulk of resources will always, except in national emergencies, 
be used for the satisfaction of the private purposes of individ- 
uals. The reason is simply that in all types of society which do 
not attribute to the tribal or national community a mystic 
value, or which are not forced to defend themselves incessantly 
against common foes, the needs which by their very nature 
must be satisfied individually are quantitatively more impor- 
tant than the others. The principle of consumers’ sovereignty 
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can apply only to the sphere of private needs. Because this 
sphere is so large, the principle is of the greatest importance.* 
Although a planned economy can be governed by the rule 
of consumers’ sovereignty to the same extent as unplanned 
capitalism, will not the desire of the “planners” to regulate 
individual life lead to violation or abolition of that sover- 
eignty.? ff ayek implies in several passages, that probably p lan- 
ners would be seduced by power, e ven if they were not forced 
by the alleged i nherit logic of their systems, t o infringe upon 
t he liberty of the individua l. Th^rincipal guarantees against 
misuse of the planning power lie in the political constitution 
of the planne d society : they have been mentioned before and 
will be extensively discussed later. Liberal convictions on the 
part of present advocates of planning caimot of themselves as- 
sure adequate respect for freedom by the future managers of 
a plaimed system; institutional guarantees are indispensable. 
The perusal of Hayek’s book, however, shows that the attitude 
of present-day “planners” is an important item in the arsenal 
of the opponents of plaiming. When a writer who favors plan- 
ning shows any skepticism about the value of liberty or the 
likelihood of its survival under a planned system, his utter- 
ances are used as evidence that the “planners” cannot be 
trusted to preserve freedom. 

\ At the time of his writing, Hayek would have found it very 
difiBcult to discover any passage, suiting his purpose, in the 
substantial literature written by economists' who favored plan- 
ning and had specialized in its problems. (He might have 
quoted some communist economists, but their rejection of con- 
sumers’ sovereignty proves nothing except the truism that 


® Some other aspects of the distinction between private and social needs are dis- 
cussed in the chapter of “noneconomic” purposes of planning, see below, pp 140 if. 
® On his quotations from Laski and Mannheim, see below, p 236 
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totalitanans have as little respect for economic as for other 
freedoms.) More recently, however, a book appeared which 
may lend a semblance of justification to Hayek’s unwarranted 
indictment of the ‘"planners”: Barbara Wootton's Freedom 
under Planning^ The author, an excellent economist whose 
previous book on planning"^ was rightly regarded as one of the 
major contributions in the field, is very much concerned abou t 
human freedom, and she very well understands that freedom 
in the political and cultural sphere needs an economic comple- 
ment, but she greatly underestimates the area of free decision 
that can be conceded to the individual without endangering 
the effectiveness of planning. She makes, for instance, the fol- 
lowing statement: 

F ull consumers' sove re ignty . . , is . . . d efinitely not compatible wijfi 
c c^omic^fiS]^ . . . I t is not ^ ssjble^^ jhc ^^m^questions to 
s ettled both by the conscious and ddiberate decisi ons of planners an d 
a sT5(runcomaou ^ unfore seen, results of Ae behavior "o F iniitrons of 
co nsumers acting indepjSently of^ne another. The fanners could, of 
course, carefuITy^ watch Ae market and take account of the fads and 
fancies of consumers there revealed: ^)t h ev had s en se in their he^d s. 
they would certainly include thiSLevi^ce in the material upon which 
their decisions were based. J But ^they carrie d this attention to con- 
sumer behavior to such lengd^ffiat the final result of planning was )ust 
to copy as accurately as possible the picture that would result dE no plan 
were made, the planners would in fact have ceased to plan. Planned 
de cision s and unplanned market reactions are in fact alternative way s 
pf determining eco nomic priorities. Us^can he made oFEonTm^ 
parts of the economic field (e.g., the output of saucepans can be planned 
and that of penny-whisdes left to the market) but m the determmation 
of any particular issue they are mutually e xclusive. T he ,case for plan- 
nin g is not that it is identical ^ in certain^cu mstances , 

it is superior to, the pknles^method p£sktl^^oga®^^ 

^ (Chapel Hill: The University of North Carolina Press, 1945). 

“Pte or No Plan (New York, Farrar and Rhinehart, 1935) 

“ (Reprinted from Preedom under Planning by Barbara Wootton, by permission of 
the University of North Carolina Press, copynght, 1945, by the University of North 
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Although planning wo uld indeed lose its justification if the 
plan merehcqgied t he pr ospective developments in an_un' 
planned economy, the difference ckes not have to lie in the 
suBSitution of the plSmers’ for the jcomumer^ prrferenceT. 
Under tiSekind of planning -which will some day come into 
operation in the western countries, the “fads and fancies” of 
the consumers will determine economic priorities in all non- 
pohtical matters, as they would do in a perfect market, with 
fewer distortions than we find in the imperfect market of an 
unplanned economy. P lanning will be a superior way not b e- 
cause it applies a better basic criterion in assign ing these priori- 
ties, but becaxise it represents the use of safer and le ss wasteful 
m eiSods iildieir ap p] ica tion, a nd ther efore canTsa tiify the '^‘lads 
and f ancies ” of th e public to a high er d egree with the sam e 
amount of resources. 

It is hard to believe that Barbara Wootton should not, in 
principle, agree with this statement, for she fails to indicate 
any purpose which imder plaiming should overrule consumers’ 
sovereignty. She is far too democratic to recognize a purpose 
of the community that would not be a purpose of its members, 
and she decidedly does not wish to draw a “distinction between 
what people want to do and what they ‘really’ want to do”“ 
land then to claim for the “planners” the ability to know the 
“true” desires of the consumers. What else is left except the 
rule that the citizens’ desires, and that means in most instances 

Carolina Press, p 43.) Italics m original Barbara Wootton speaks of “full consumers’ 
sovereignty m this sense” and of “economic planning as we have defined it ” The 
sense in which she uses these terms, however, is the same in which they are used in 
the present essay, so that the qualification is of no importance here 

^ **Any such distinction is extremely dangerous and may be the cloak for some of 
the most wicked, because the most insidious, attacks upon freedom For sooner or 
later what I ‘really’ waht 1 :o do turns out to be a polite paraphrase of what you think 
I ought to want to do. But freedom means freedom to do what I want, and not what 
anybody else wants me to want— or else it has no meaning at all.” Op. ctt., p. 5. 
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consumers’ preferences as expressed on the market, should 
determine the actions of the “planners” and thereby direct 
production? 

No answer to this question can be found in the specific ob- 
jections which Barbara Wootton raises against the rule of 
consmners’ sovereignty, but this discussion of the problem in 
concrete terms reveals so me of the sources of her error . Her 
first argument starts from the unimpeachable and important 
premise that consumers’ preferences can direct production 
only through a mechanism of correct pricing. 

We can . . . only draw conclusions about what pattern of production best 
pleases the consumers when we are sure that all the articles offered for 
sale are being produced in the most economical possible way and offered 
at the most economical possible price." 

In other words, price calculation is indispensable for consum- 
ers’ sovereignty because consumers must know at what prices 
the different quantities can be offered, if they are to decide how 
much of each commodity they wish to see produced. Speakin g 
in mo re technical terms, cqpsumers’ preferences cannot b e 
expressed in a single demand price for each commodity, but 
only in a demand curve, and the point of intersection with th e 
supply curv e indicat es tl^ fin al price. If the consumers’ desires 
are to be properly translated into directives for production, the 
planning board must sketch in advance physical cha nges a s 
well as price changes — a poi nt to be explaine d later; and to 
MM this task, the board must n ot only e xplore consumers ’ 
wishes and Aus win th e material for demand.cu rves, but al so 
d etermin e cosjts.and plat ihfi-suppiyjsaises. 

The determination of the “m ini mum necessary cost of pro- 
duction” and consequently of the " minimum necessary price” 


^Ibtd.p 57 . 
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is fraught with well-known difficulties. Barbara Wootton men- 
tions specifacally the failure oFpfivate cost calculations to ex- 
press all social costs, but we might as well think of the better 
known (and often quantitatively more important) problems 
of the distribution of overhead costs, depreciation of capital 
equipment, and jomt cost goods. Therefore, planning imder 
consumers’ sovereignty is a task for experts in price calculation, 
but it is not an impossible one. Certainly, even experts cannot 
solve, for instance, the imputation of joint costs to different 
products without s ome degree of a rb itrarine ss, but the inevi- 
tability of allowing the “planners” a narrow range of discre- 
tion in settmg prices is no reason to assume that the theory 
|of pricing cannot be expressed “in any manageable compass 
jwithout serious ambiguities in some of its most critical terms”“ 
iand still less “that the problem of determining the best possible 
use for resources of any community is scientifically insoluble.”“ 
If we have to give the planmakers the right to fill out, accord- 
ing to their own best judgment and in cooperation with the 
managers of plants, some small gaps which the rule of con- 
sumers’ sovereignty has left open in the system of prices,” that 
is no good reason to discard the rule and fall back on “general 
judgments,” which is only a euphemism for the planners’ right 

Ibid,, pp. 60-61. 

'^^Ibtd,^ 67. 

The gaps cannot be large as compared with the volume of the economy as a 
whole. The bulk of social costs, not expressed in private costs, can be estimated with 
a fair degree of accuracy and may be recovered by special taxes from the enterprises 
concerned, and mdircctly from the consumers of their products, if such recovery 
seems expedient Of the infinite number of proportions m which jomt costs might 
conceivably be distributed between the products—for instance, to use a textbook 
example, between cotton seed and cotton fiber—only a very limited range is prac- 
tically important. It may often be impossible to decide by an objective criterion 
whether a machme should be written off in eight or in ten years, but, as a rule, no 
expert would have any difficulty in stating that cither six or twelve years (or both) 
are unreasonable. 
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to dictate to the consumers.“ The problem of the best possible 
use of resources is soluble in the same sense as most of our 
practical problems, in economics as well as in technics and in 
every other field of human endeavor: We can approach the 
optimum although we cannot reach it. 

In one of her other arguments against the rule of consumers’ 
sovereignty, Barbara Wootton assumes “substantial agree- 
ment” among present-day economists with the statement that 
“the minimal cost of production can only be competitively de- 
termined.” She adds that nothing “approaching this regime o f 
perfect competition exists or ever has existed , or is ^ely to 
exist .”" Her statement would have bee n completely correct if 
s he had said , ei ther that in an unp lapnpd frjannmy_rosts fan 
be kept to their minimum amounts only through perfect com - 
petition , or that the calculation of mi nimum costs b y a plan- 
ning board requires certain procedures on paper which. I f 

“ Barbara Wootton insists that these “general judgments’* should be made “by 
the representatives o£ all on behalf of all*’-- m other words m a democratic fashion— 
and she seems to believe that this method offers enough protection to consumers* 
interests But if the “representatives” are not mstructed to satisfy needs accordmg to 
demand, or if these mstructions are not implemented by the creation of a mechamsm 
for registering demand, what is there left for the “representatives” to do but to 
replace the preferences of the consumers by their own judgment as to what the con- 
sumers ought to have? In this way the consumers would still not receive what they 
want but what other people regard as the desirable ends of production. 

It is really wrong to speak m this case of representatives at all Unless the plan- 
makers are obliged to direa production according to the desires of the individuals, 
they cannot represent the latter in decisions on the use of resources for consumption. 
If the planmakers are bound by the preferences of the individual citizens in the field 
of private consumption the planmakers need not be representatives chosen by elec- 
tion, but should rather be civil servants operating an economic mechamsm to ascer- 
tain consumers’ preferences and translate them mto directives for production. Like 
all avil servants, the planmakers should, of course, be selected and supervised under 
the ultimate responsibility of the “representatives of all ” 

Op at 63 Her further contention that “wc do not know, except perhaps in 
an extremely abstract sense, what a regime of perfect competition implies,” is un- 
justified The concept of perfect competition is unambiguous and no more abstract 
than any of the basic concepts of economics. 
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] carried out in rea lity, would mean perfect competition. (The 
I identity of the results dFcofrect price planning with those of 
I perfect competition will become clearer after the discussion 
' in the next chapter.) But t he planmakers can determine^e 
minimum p rice through c alculation* by making appropria te 
assumptions wit hout securing perfect compet iti on on the r eal 
miflcet. Therefore the practical difl&culty of removing the ob- 
stacieTto perfect competition need not prevent the planning 
board from knowing the mmimum cost of production. 

Barbara Wootton attributes much importance to the influ- 
ence which producers exert upon consumers’ buying habits. 
“ Consumers (with insignificant exceptions),” she wrote in an 
earlier book,“ “can o nly pick and choose between th e t hing s 
that are actually ofiered to them; but their be havior in so doing 
thr ows no light on th e question whether they might not very 
f li kely ha^preferre d to go witho ut half the iunk that th ey no w 
buy, a nd be supplied inste ad .with quit e other goods that n o 
p roducer has h a d the imaginati on to put on the market . In- 
evitably the whole trend and character of consumpti on ar e 
d eterm ined far more by prod ucer s than by those who actually 
use the goods &at modern iudustry suppHes. And in this re- 
spect there is probably not very much to choose betwe^ a^ 
planned~an3' an unp lanned system.” 

Nothing, of course, can be bought that has not been pro- 
duced, and to this extent the consumer depends on the pro- 
ducer’s ability to foresee the demand. Moreover, adverting 
and high-pr essu re salesma nship ma y sometimes induc e us to 
buy another brand of cigarette or of beer than we would if the 
matte r wer eleftto our uninflu enc ed judg ment. These practices 
may even cause us to buy some commodity for which we have 


^Plan or No Plan, p. 174. 
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no use at all. The suggestion, however, that people might wish 
to spend half their income differently if the market offered a 
wider selection of goods, is not very plausible. The bulk of our 
income is spent on food, clothing, shelter, transportation, and 
on such recreation as going to the theater occasionally and 
spending a few weeks annually in the mountains or at the sea- 
shore. The limited insight of producers into our tastes may 
deprive us of some delicacy which we would otherwise enjoy 
now and then, or of some arrangement of our rooms which 
would be particularly pleasing, or of a particularly efficient 
type of car, or of some motion pictures which we would like 
better than any of those which are really offered,. Making the 
most unfavorable assumptions, however, can we really believe 
that in all this more than a small fraction of our total needs is 
at stake ? In any event, if the failure of the producers to realize 
consumers’ desires to their full extent curtails the latter’s stand- 
ard of living, there would be all the more reason to safeguard 
consumers’ rights carefully against deliberate infrmgement by 
the planmakers— or by anybody else. 

Nor is there much validity in another argument of Barbara 
Wootton’s; namely, “that people ... are generally unaware 
whether they have got that freedom or not.” 

By and large, the pattern of production is a matter which the indi- 
vidual has to take as a datum imdcr any system, planned or not. In the 
Soviet Union the appearance of bicycles in the shops is the result, and 
is known to be result, of the conscious decision of the planning authori- 
ties to give a priority to the manufacture of bicycles. In this country it 
would be a mark, and would be known to be a mark, of some manu- 
facturer’s anticipation of profit. But for the vast majority of us either 
the bicycles are there or they are not there, either they are priced at a 
figure which we are prepared to pay or they are beyond our reach, and 
that is the end of it.^ 


^ Freedom under Planning, p 68. 
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It is not the end, not even under unplanned capitalism. If 
bicycles are rare in relation to effective demand, without being 
too high priced, bicycle producers will be swamped with orders 
and will thereby be induced to increase production; and if 
excessive prices are charged for a supply kept short, people 
will sooner or later ask why such high prices should be justified 
and will insist on the application of monopoly controls. In an 
unpla nned pr ivate.entcrDrise .system,it may take a long tim e 
brfore the consumer^ecomes aw^e of the overcharg e and Ae 
antimonopoly measmrej may be unsuccessful. In a planned 
\ system, it will be a highly important task of the planmakers 
! to render account to the public for the use of the national re- 
, sources, to prove that all of them were used either for demo- 
I cratically approved social needs or for the best satisfaction of 
‘ consumers’ desires. It will be a task of the political representa- 
tives of the people and of the public press to search the reports 
for flaws and to tell the people whether they have, within the 
limits of possibility, received what they most wanted to obtain. 
The greater amount of reliable information will make it easier 
to determine where a monopoly exists and to apply means by 
which it can be broken. 

Only one argument of Barbara Wootton’s against consum- 
ers’ sovereignty has at least limited validity. In all but wholly 
I equalitarian societies “plural vqting is permitted in the ballot 
\ box of the market.”® The person with a high income can exert 
a greater “pull” on resources than the poor man, and the prefer- 
ences of the well-to-do minority will therefore have a dispro- 
portionately great influence on production. 

The fact that I am w31mg to pay 5 shillings for what you will only buy 
at hal£-a<rown is not necessarily proof that my want is twice as great as 
yours, or that it should (as imder the rule of consumers’ sovereignty it 


^ Ibid,, p 64. Barbara Wootton speaks of “unjustifiable plural voting.” 
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would) count twice as much in determining the pattern of producfion. 
The difference m the mtensity of our respective money demands may 
merdy be due to a, ifference m the ^ount of money which vre have 
at our di sposal .” 

If plural voting seems undesirable, the o bvious remedy is t o 
a bolish plural voting, r at her than the ballot box. Dropping th e 
metaphor, it seems better to modify the inequalities of mon ey 
income than to prevent effective deman d, p artly determi ned 
by di fferences in m on ey incomes, fr om d irecting production. 
Differences in income, it is true, cannot be entirely eliminated 
if production is to remain efficient. Some of us regret the neces- 
sity of a wage differential, but it would be illogical to maintain 
the margin between money incomes and frustrate its realiza- 
tion through the market mechanism, because the only sense in 
letting some people earn more dollars is our assumption that 
they should have more goods than others. 

A case can be made, however, for interfering in selected in- 
stances with the effect of differences in income on the market 
and thereby on production. Some of these cases come under 
the category of social needs, which we have already discussed, 
but many of us also feel that certain individual needs are too 
vital to have their satisfaction depend on the ability to pay. 
Consequendy, we may well decide to subsidize, for instance, 
medical treatment of poor patients, or the supply of scarce 
foodstuffs. This problem has no special reference to planning, 
except perhaps that a society which introduced planning to 
avoid the misery of unemployment may be generally more 
sensitive to human needs in personal emergencies. 

Barbara Wootton’s opposition to the rule of consumers’ sov- 
ereignty is not typical of the general tendency of her recent 
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booh. She wishes to see planning established and freedom to 
be more fully realized than at present, and she only commits 
the mistake.of not recognizing consumers’ sovereignty as one 
of the mdispensable and at the same time practicable m ethod s 
of giving freedom meaning in economic life. Her splendidly 
written little treatise on the relationship of planning and hb- 
erty contams some important ideas which are representative 
of the school of thought often called “the planners.” Precisely 
for this reason i t was imperative to show in some detai l why 
h er position on the subject of consumers’ sovereignty is nei& ef 
a necessar y consequence of the beli ef in planning norcom- 
paSGiTwith the democratic principles which she herself re- 
garSs arthe only desirable basis of a planiiedlystem. “ 
'ToTEeassumption that consumers’ sovereignty, the use of 
money, and the msfittition of a market are retaineTuTtEe 
plann ed economy , we shall for the pinpc ^s’ o Fthe imiSedi- 
atelv following discussion add the furthe r asmmption that 
production is carried on ^ private enterprise. The concept 
of planning does not imply either the existence or the non- 
existence of any of these institutions, and later on we shall 
glance at other types of institutional framework. But it is ex- 
pedient to begm with a set of assumptions that would change 
as little as possible the familiar capitalistic environment. 


The Two Schedules of the Plan 

The making of a plan will always have to start with an inven- 
tory of resources. We must know how much arable land, how 
much pasture, how many workable mineral deposits of every 
kind, how much equipment of every description, and how 
much labor of every skill we have at our disposal before we 
can choose what we want to produce. 
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Since we want, as a rule, to give the consumers what they 
wish to nave, w^ mu sffinEout their preferences. In this field, 
st atistical methods have made great progress recentl y. We are 
not yet in a position to determine what a skilled auto mechanic 
in New Orleans or a farmer possessmg a certain number of 
acres in a given part of Iowa will buy in a given year if his labor 
power is fully used, but some more effort will bring us to the 
point where we can answer these questions with sufficient 
accuracy." 

From its engineer advisers the planning board can obtain 
all the mformation it needs about the technical procedures in 
producing goods for the satisfaction of the consumers. It will 
also be advised about the required amounts of material, equip- 
ment, and labor. Yet all this will not suffice to work out a plan 
adequate for the guidance of an economy. If we want to de- 
cide which procedures are worth undertaking or are prefer- 
able to others, we cannot rely exclusively on a calculation in 
terms of physical quantities; we must supplement it by cal- 
culation in terms of economic value units. 

The term “value” has so often been a matter of controversy 
am on g economists that it is necessary to explain the sense in 
which it is used here before presenting the arguments for 
value planning. Economic value is another expression for eco- 
nomic significance (utility), which implies that the degree of 
significance is expressible in numbers. The function of value 
is to make possible a comparison of input and output of any 
process of production, contemplated or completed. The value 

See the Study of Consumers* Purchases, a common undertakmg o£ the WPA, the 
Bureau o£ Home Economics o£ the Department o£ Agriculture, the Bureau o£ Labor 
Statistics of the Department of Labor, the Central Statistical Board, and the National 
Resources Committee The last-named used the data in its two volumes, Consumer 
Incomes in the Untied States and Consumer Expenditures tn the Untied States. 
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figures for the output indicate utility gained and those for the 
input utility lost. The utility concept of value, therefore, im- 
plies that all cost is ultimately opportunity cost. The economic 
significance of material, equipment, or labor time, if consid- 
ered in connection with a particular production process, is 
determined by the alternative of using the same resources for 
another purpose. If a production process shows more output 
than input, its net product must be more useful than that of the 
next best process. Value may exist in any type of social organi- 
zation, but price is often understood to imply real bargaining. 

The prices which, in a market economy, result from the 
bargaining of buyers and sellers express the value of commodi- 
ties as it appears to the individuals concerned at the time of the 
bargain. The weighing of economic alternatives by bargaining 
individuals and by oflEcials in a central agency can lead to dif- 
ferent results only to the extent that the officials have more or 
less knowledge or calculating ability than the private individ- 
uals or that they have different purposes for which they use the 
goods. Since the latter possibility can be frequently neglected, 
the long-run market prices will often be identical with values 
calculated under the same conditions by some person or agency 
outside the market, or where no market exists. Therefore many 
econo mists avoid the term “value” altogether a nd s peak on ly 
of “price,” broadening the price concept so that it applies to 
si piations where supply and demand are equilib rate d by t he 
d ecisions of a central agency instead of by bargains betwe en 
s ellers and buyers. There is no logical objection to this ter- 
minology, but in the opinion of this writer, we lose more 
by it than we gain. There is need for a term that covers 
only situations in which the economic significance of goods is 
expressed in demand for and offers of money by bargaining 
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individuals. There is also need for a general term for any nu- 
merical expression of the economic significance of goods. To 
use the term “price” in the general as well as the specific sense 
is not conducive to clarity.* 

Under the institutional assumptions which we have made 
in this discussion, the necessity of value planning can be easily 
explained. Free choice for the consumers, together with the 
use of money, makes it imperative to include a calculation of 
incomes in the national plan. Obviously, before we know what 
each group of the population is likely to buy, we must know 
how much they have to spend. Income, however, is frequently 
the difference between two sets of values: product values and 
costs. Therefore, income cannot be calculated unless there is 
an estimate of the values of goods produced and of the goods 
absorbed in the production process. Furthermore, how much 
of each commodity a group can buy depends on the amount 
which it has to pay for other commodities. Consequently, if 
the planning board devises a scheme for the satisfaction of 
consumers’ preferences three or four years from now, it must 
estimate what the various goods will be worth at that time, 
which means that it must include a value column in the plan . 

Furthermore,with business in private hands and money used 
as a general means of exchange, money will also be the stand- 
ard of measurement by which the individual businessman 
judges the success or failure of his undertakings. This means 
that he will control the development of his business by a sys- 
tem of accounting in monetary terms. When the entrepreneur 

In this study the need for the term '‘value** is not so great as in other discussions 
Here we deal with value mostly m the form of price— present price or expected future 
price. But there is no use m avoiding a term which has a legitimate place in the 
vocabulary of economics, although in this particular mstance it could be done with- 
out a great sacrifice of convenience or clarity. 
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studies the entries in his ledger, he draws conclusions as to ad- 
visable action. His accounting sys te m instr uct s h im what lie 
ou ght to do to “ke ep out of the red.” But at the same time, the 
entrepreneur in a planned economy receives instructions from 
the nationdpl^. How can conHictsTetween these two set/ of 
instructions be avoided The planning board must make sure 
that the ent repren em:, t o co mp ly with the plan, i s notiforced 
t o undertSe any venture huiyhich the valu e of the inpu t 
woul d be greater than the value of the outp ut. Every provision 
of the plan must be tested by value calculation, to examine 
whether it will not involve an industry or a single firm in any 
action that would make cost greater than product. This con- 
tinuous examination is tantamount to the establishment of a 
value column beside the column of figures which describe the 
proposals of the plan in terms of physical quantities. 

It will give the reader a broader view o f the necess ity for 
value planning if , for a moment, we deviate from our general 
institutional assumptions. A value column would be necessary 
even if private busmess were eliminated, production com- 
pletely centralized in the hands of the government, and if con- 
sumers had no money income and no free choice of goods. 
Suppose the planning board, with full power to dispose of all 
the resources as it sees fit, acted in a despotic fashion, granting 
no autonomy at all to any production units and allocating 
goods to consumers through rationing cards without regard 
to their preferences, so that there would not be the same need 
as now for cost accoimting in individual concerns and no need 
at all for ascertaining consumers’ desires through a process of 
price formation. Still, the planning board could not hope to 
determine the desirability of production processes without cal- 
culation in value terms. 
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* 

The engineers, let us assume, tell the board that one process, 
which is contemplated for use in a given branch of production, 
requires more coal, whereas another requires more complicated 
machinery, which can only be produced by a greater expendi- 
ture of labor. If this were an extreme example, in which the 
saving of coal was very great and the additional expenditure 
of labor not very considerable (or vice versa), it would be pos- 
sible to arrive at a decision merely by taking a birds-eye view 
of the situation. On the other hand, if this were the only pro- 
duction process that has to be examined, the planning board 
might perhaps think out first the physical effects of one alter- 
native, estimate the total satisfaction which consumers might 
draw from its realization, then do the same with the second 
alternative, and decide through a simple comparison. 

But neither of these simplifying assumptions is justified. 
Differences in advantage of alternative technical procedures 
require such a combination of changes that their effects are 
revealed only by a thoroughgoing analysis. Nor can we afford 
to concentrate our attention on a few processes of production, 
for innumerable decisions of importance must be made daily 
in a modern economy. Therefore, beyond th e primitive stages 
of technical development, a high degree of ec onomic success 
is never obtai nable exce pt through calculation in units ot ec o- , 
nnmic imp ortance. This rule is as valid for a collective agency 
guiding the econ omy under any kind ot institutional arrang e- 
ment a s it is for the individual member of a society based o n 
free exch ange of commodities through money . 

Perhaps this statement may seem to be contradicted by the 
experience that in most fields of human endeavor choices be- 
tween alternatives are made without calculation in units of 
importance. Why should this device be necessary in economic 
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life although it is not used, for instance, in warfare ? A general 
does not decide by calculation m terms of “war-value figures” 
whether it is better to change one position for another or to 
wage a battle for a pomt of vantage although the price will be 
sacrifice in men and material. Even in preparing for war we 
do not undertake a numerical calculation to determine our 
choice between producing more machine guns or more tanks, 
more railroad cars or more cannon (although the priority and 
allocation systems, which during the last war were gradually 
worked out to direct the resources of the nation into the 
channels most useful for the war effort, might m a future 
emergency of even greater magnitude develop into a method 
of assigning “war value figures” to each unit-of a production 
factor). Yet war, even modern war, is a simple matter com- 
pared with the organization of an industrial economy. For 
another reason, too, calculation m terms of units of importan ce 
is not applicable to war, at least not to the military operations 
in a proper sense. Such calculation takes time and therefore 
cannot be used in fields where the importance of objects 
changes too rapidly, because there the figures attributed to 
the objects would become incorrect before the results of the 
calculation were known. Such rapid change is very character- 
istic of war; in economics, on the contrary, although there 
is a perpetual change in conditions, yet there is much more 
continuity in that change. 

The planning board will continually be faced wi th the ques- 
tion of how much it is ready to give up at present in order t o 
a chieve more in the future . In spite of all the controversies 
about the sufiEciency of investment outlets— with some part of 
this debate we shall become acquainted in later sections of this 
book— most contemporary economists agree that at least for 
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some decades there are great opportunities for an increase 
of the social product through electrification (unless atomic 
fission provides an abundance of cheap energy without costly 
distribution systems), improvement of road and airport sys- 
tems, reclamation of soils which have deteriorated under the 
influence of wasteful methods, quite aside from the capital 
demand for the fructification of current and future inventions 
and for housing. If the planning board were to approve all the 
projects promising any increase in national income, resources 
for present consumption would be too severely curtailed. 
Therefore, the planning board will approve only the m^re 
pr ofitable investment s. Naturally, the boar d mus t work out 
a generally applicable yardstick. It must not in each instance 
decide anew how many units of future value justify the sacri- 
fice of one unit of present value for any given length of waiting 
period, but this decision must be made once and then applied 
to all investments until underlying conditions change. ; 

The minimum rate of productiveness , which the pl anning 
board will use as a standard , may well be calle d a calculation 
ra te of in terest. The market rate of interest indicates how 
many value units must be added to an amount available in the 
future to make it the market equivalent of a like amount im- 
mediately available. The rate of interest which an entrepre- 
neur applies in his calculations when deciding whether or not 
to undertake a particular investment means the use of a stand- 
ard of minimum profitability: he will not engage in the project 
if he expects no greater return than he can obtain by lending 
the money on the market. The planning board is in a very 
s imil ar position when passing judgment on investment proj- 
ects. To be sure, it is not interested in the money return which 
the capital would bring if lent to other borrowers instead of 
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being spent on the project under review, but it is interested 
in the utility of the near-future consumers’ goods which the 
resources would bring if used in consumer-goods industries 
instead of in long-range investment. The entrepreneur’s cal- 
culation rate is identical with the market rate applicable to the 
kind of loan for which the money could be used if not self- 
invested. The calculatjo ajate of thc planning board, however. 
is different. The r)lanninghnai:d.a £ts fnr ..t hf. com munity, and— 
f or reasons prpvinnsly nrgan nf fhe community 

has to take the future more seriously or rather discount it les s, 
t han does the av erage private individual: the community, an d 
there fore the p lanning board, haj^as_a r ule a lower time prefer- 
cncc!^ Thc cocxistence of a relatively low calculation Interest 
rate of the planning board and a higher market rate of interest 
has a number of interesting implications, but space does not 
suffice for their discussion. 

The low time preference of the planning board will induce 
it to favor investment at the expense of the present more than 
the average citizen, if acting as a private person, would be will- 
ing to do. The planning board, however, must also protect the 
present,interests of the consumers. If it were to set the calcula- 
tion rate of interest too low, it would be committed to the 
approval of too jnany investment projects, and too heavy in- 
roads would be made by investment upon the means to satisfy 
present needs. If we assume that the planning board starts ex- 
perimentally from a relatively high calculation rate and grad- 
ually reduces it, a point will be reached at which the marginal 
utility of the present goods which can be produced with one 
resource unit are just equal to the (present) marginal utility 
of the future goods which the same resource unit could pro- 
duce and which will be available in larger quantity, because 
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investment is physically productive. (The present marginal 
utility of future goods is of course to be calculated by estimat- 
ing their future marginal utility— i.e., the marginal utility 
they will have when produced— and discounting it by applying 
collective time preference.) Assuming, for simplicity, that the 
present goods and the future goods would be of the same kind 
and different only in quantity, it may be found that, for in- 
stance, one resource unit, if used in a long-range improvement 
project, will make available within forty years twice the physi- 
cal quantity of goods that can be produced by the same re- 
source unit in a short-term process, delivering its product 
almost immediately. If it is also found that in this event the 
addition which the resource unit can cause to the stock of 
future goods has the same present value as the addition which 
it can make to the stock of present goods, any investment that 
would bring more than an increase of 100 per cent in forty 
years, or 2.5 per cent per year, would be worth undertaking. 
Consequently, the calculation rate should be just above 2.5 
per cent.* 

Very similar to the considerations concerning investments 
are those applying to the conservation of resource s. The plan - 
n ing board will conserve irreplaceable resources even at greate r 
sa crifice than private owners would make for that purpose. 

“ In this calculation it is assumed that the principle o£ compound interest does not 
apply. The principle applies whenever the yield of a future year, if not immediately 
consumed, can be made the source of further yields in the more remote future Since 
we are speaking here of physical yields, the direct applicability of the prmciplc de- 
pends on the character of the product. Steel can be used to make more steel, shoes 
cannot be used to produce more shoes The principle may be indirectly applicable, 
however, if the mcreased production of shoes in, say, the fifth year will release re- 
sources for the increased production of capital goods which will lead to a greater 
shoe production later In this whole matter, however, only the figures and not the 
essentials of the time preference problem arc at stake, and therefore m the text above 
no assumptions were made which would make it necessary to take compound interest 
mto account. 
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iBut unconditional conservation would mean nonutilization 
would entirely s ubord inat e the interests of present con- 
Ifcum ption to those of an indefinite future. HergJ ^gain a balanc e 
of mar ginal utilities must be sought: the current marginal 
utility of the future, discoimted by the application of the col- 
lective time preference (which, of course, involves a lesser dis- 
count than the one resulting from the application of private 
time preference) must be kept equal to the marginal utility 
pf the present. If intense present exploitation of the resource 
makes the product more abtmdant now and consequently 
scarcer in the future, the marginal utility of the future will 
rise above that of the present, indicating that the degree of 
exploitation must be reduced. 

This view of the problem is probably shared by the majority 
of economists who have dealt with the theory of conservation." 
Eduard Heimann. however, has recently denied that economi c 
equilibrium concepts are applicable to the problem of irre - 
placeable re s ources. He argues that there can be no “equilib- 
rium price, in the proper sense of the word, of minerals.” To 
be sure, there is a momentary price, whose relationship to the 
cost of production will determine the degree of utilization of 
the equipment in the short run and the possible expansion 
of the equipment in the long run. But . . . these concepts, in 
their original application to products, imply what is explicit 
in the classical concept of a balanced circular flow, that of 
Quesnay: namely, that the thus determined output can be re- 
produced indefinitely.” He concludes “that the foundation on 
which all our industry re sts is inaccessible to equilibrium eco- 

^ See esp S. von Ciriacy-Wantrup, “Private Enterprise and Conservation,’^ Journal 
of Farm Economy, February, 1942. 

^ If, for this reason, an equilibrium price were impossible, the argument would 
also apply to an equilbrium of marginal utilities. 
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nomics. The strictest application of such economics is . . . com- 
patible with the physical destruction of that foundation.”* He 
quotes a statement by Harcourt A. Morgan: “For permanent 
industrial development we therefore first need permanent 
sources of raw materials, which are furnished by nature,” and 
adds: “This, however, is not a question of v alnp pgu ilihrium ; 
it is one of p livciral niannmo-.”” 

If there is to be a valu e plan, it must trans late all physic al 
p rovisions into v alue terms, and it must provide for an equ i- 
li brium between mju:gmal.cpstjmd marginal udl ity of t he 
product in every^hw^stxyjand production unit^There can b« 
noK^r of economic life, and certaiidy not such an important 
one as the exploitation of mineral resources that would remain 
outside the calculation of a value equilibrium. If Heimann 
were entirely right, value planning would be impossible, and 
consequendy, full planning would be impossible, at least in a 
private-enterprise economy. 

Actually, Heimann applies an inadmissible test to the use- 
fulness of the valuation process. This usefulness is not dis- 
proved by the statement that, in obeying the signs resulting 
from this process, we may be led to the “physical destruction” 
of the “foundation on which all our industry rests.” Any policy 
which merely limits but does not preclude the use of irreplace- 
able resources is open to this critiasm. Our present form of 
industrial civilization cannot be continued indefinitely unless 
new sources of materials are opened up every time that the old 
sources are threatened with exhaustion— and, of course, we 
cannot be sure that these discoveries will always occur in time. 

^ Eduard Heimann, ‘‘Developmental Schemes, Plannmg and Full Employment 
(Economic Theory o£ TVA),” m Abba P. Lcrncr and Frank D Graham, eds.. 
Planning and Papng for Pull Employment (New Jersey, Pnnceton University Press, 
1946), pp 103-104. 
lhtd„ p, 105. 
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Planning can do much to reduce the danger, by applying a 
lower time preference in all calculations, but it cannot devise 
a scheme for putting the economy on a perpetuating basis, be- 
, cause this would mean dropping all time preference. Probably 
we could not live if we took the remote future quite as seriously 
as the immediate present, but in any event this is not the atti- 
tude of human beings, neither as private individuals nor as 
[citizens. If we are considering the very remote future, none 
of us would pay more than an infinitesimal price, in terms of 
[present goods, for the prevention even of very substantial 
losses. The economic plan cannot ignore this basic psycho- 
logical fact, nor its obvious consequences for the less distant 
future, which consists of milestones on the road to the remote 
one. The plan must determine the volume of production in 
each field by calculating the equilibrium between the value 
of the prospective return, estimated with a discount according 
to the time preference of the community, and the value of the 
cost goods. 

It would be a comparatively easy task for the planning board 
to determi ne the calculation rate of mterest if all elements of 
instability were banned from the planned system. But no plan- 
ning can achieve so much. Among the elements that cannot 
be expected to operate in a calculable way are not only natural 
forces outside human life, but also the inventive spirit of man. 
Suppose there is a period in which this spirit is particularly 
fertile, and consequently many new possibilities of improving 
production are discovered. If the board simply applied its cur- 
rent rate of interest, formed by experience of past periods, it 
would arrive at obviously wrong decisions, for too many in- 
vestment projects would seem to be justified by this yardstick, 
and resources available for present consumption would be de- 
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pleted. The planning board will have to recalculate its rate 
of interest on the basis of a new— and higher— time preference, 
following from the more abundant prospective satisfaction in 
the future and the greater scarcity of resources at present. But 
it will not be sufficient for the planning board to take into 
account merely the strain on resources at the time when the 
change appears. Investment usually requires a far greater ex- 
penditure in material, machine capacity, and labor in the later 
phases of the expansion process than in the begmning. This 
can be observed in the progress of the individual project and 
also in the interdependence of expansion processes in different 
fields. After an mdividual factory has been completed, the 
necessity for supplementary investment "will very frequently 
appear— not only need for new supplier or customer plants, 
but also for homes, schools, stores, roads, and recreation facili- 
ties for the workers. The planning board, therefore, must cal- 
culate the full strain which will be imposed on resources when 
requirements are at their peak, and from this anticipated scar- 
city must derive the rate of interest that will equate the value 
of marginal quantities of present and future goods. (Since 
resources will be less scarce in the first period of heavy invest- 
ment, a lower short-term interest rate may well be established 
for that space of time.) 

Psychological Arguments against the Possibility of 
Value Calculation 

Before we take any further steps in our analysis, we should 
once more make sure that we understand completely.the mean- 
ing of calculation, as the term is applied here. In a market 
economy, the individual businessman inquires from supply 
firms about their prices, watches his own sales and those of his 
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competitors, draws conclusions on the probable demand, and 
decides what prices he can charge for his products and, there- 
fore, what he can afford to pay for his supplies. In all these 
deliberations the businessman tries to be one step ahead of the 
market, but as a rule he cannot raise his sights higher. Since 
he cannot hope to anticipate the more distant future, it is not 
unreasonable for him to take his information from present 
market conditions. It is true that long-range tenden cies, of 
w hich he cann ot become aware through the observation o f 
current events on th e market may suddenly spoil all his ca l- 
c ulations7~huF as long as no such catastrophe occurs, th at 
method serve s him well in the conduct of his busine ss. 

'^he planning board is in an entirely different position, hav- 
ing to guide the market and to correct its tendencies so far as 
t hey do not conform to long-range requirements . Therefore, 
the board cannot take its own guidance from current develop- 
ments on the market. For an anticipation of the prices which 
will exist two or three or five ye ars from now, present prices 
a re of littl e use. T hus the planning bo ard must ^cuTatevaru es 
indep endently of the market, at least of the market in an msti- 
tutional sense, where real buyers and sellers meet. It will est i- 


mate futt ure supply and dem and conditions, thus constructin g 
a “paper” market, and ca 


^twg 

TTie question whether values can be calculated without a 
market in the institutional sense has been intensively discussed 
in the recent literature on socialism. The soci alist writers , who 
presented.the ar gument foi' t he aflErmative, were guide d b|Y 
amswEIchTare not necessarily implied in the function of plan- 
ning, and th ey w ere not primaril y inte reste d in plan ni ng as i t 


has been defined ,m thh essay. Their problem was not how 



The Making of the Plan 

v dues expressing future supply and demand conditions coul d 
be calculate d, but how subs ti tutes could be found for the role 
of private en trepreneurs in the for m^BonoF^esent pric es. F or 
this purpose they suggested^e est abli shment what we may 
call a semi-insdtutional or artifirial marW, at least for capit al 
^oHs'.~ Frrcer 3iould Be tentatively fixed ^ t he collec dve 
agency, and* the miaSgers of individual pla nts should be in - 
str ucted to^eterm nirdutput and purchases of factors on th e 
ba sis of th ese prices as if they were entrep reneurs acting u nder 
pe rfect competition . The collective agency would observe the 
results and change prices accordingly. Whatever the merits of 
this solution, it caimot be applied to our problem, because the 
plannin g board , which has to anticipate futu re pric es, has no 
oppo rtuni^to correct its tentative calciilatio ns through obser- 
v ation of buy ersLafld_sellers’ jtaitudes. The artificial market j 
s uggested by sociali st writers is different from the “pape r” 
mSket require^or value jiknumg. ^ 

Yet these socialist authors, primarily Oscar Lange” and H. 
D. Dickinson, have done an excellent job i n refuting some of 
the arguments by which the possibility of value calculation 
without the institution of a market had been denied. They 
show ed clearly t h at the “real” process through wh ic h the ma r- 
ket arrives at an equilibrium price and the calcu l ating proce ss 
wTudh a c^S aTagency must apply for the same purpo se have 
t raits in common which make it impossible to question _die 
practicabilitjijcf .adsanss calcplatiQa,.of..Yahes by.a planiiing 
board. The line of reasoning in the following paragraphs is, to 
a great extent, a mere adaptation of the arguments foimd in 
the writings of the Lange-Dickinson school. 

^ Oscar Lange and F M. Taylor, On the Economic Theory of Soctdtsm, Benjamin 
Lippmcott, ed. (Minnesota, 1938); Dickinson, op at. 
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Among the opponents of the possibility of value planning , 
Ludwig von Mises" occupies the fi rst place . His position is 
based upon an argument which he took from a school of psy- 
chologists. Since the substance of value is utility, that is, the 
capacity of goods to satisfy human needs, the quantity of value 
attributable to each good must be determined by the urgency 
of the need which it satisfies. But, according to the psycholo- 
gists on whose opinion Mises relied, the urgency of human 
needs and the intensity of their satisfaction cannot be meas- 
ured, although it is possible to establish a scale of needs or 
satisfactions. T here are no units of satisfaction that can b e 
c ounted . I cannot reasonably say, so the argument runs, that 
I want good A twice as much as good I can only state I 
want A more than B, and I can make a table of commodity 
units showing their sequence in a series of increasing or de- 
creasing utility for a particular consumer.” For a time, this 
position was upheld not only by Mises and many other writers 
of the Austrian school, but by the majority of economists every- 
where. Perhaps it is still the majority opinion. 

Y e t if the argument were, correct,, th e formation of prices o n 
a market in die institu tional sense could not be explained. T^e 
e conomists who d eny that satisfactions are measurable have 
nev er adequately e xplainedTow measur- 
ab le quantitie s, c ould be form ed out o f exp ected satisHctjons, 
if these were not also magnitudes co nsisting of u nits and, diere- 
fore, cap able of measmrement. They have often argued as if 

Gemeinwirtschajt (Jena, 1922), translated under the title Soctdtsm (New 
York, 1937) „ 

To say that I want a certain good twice as much as another is obviously tanta- 
mount to saymg that I expect twice as great a satisfaction from the one as from the 
other. 

^ Sometimes this has been expressed by the proposition that ordinal but not car- 
dinal numbers can be assigned to different intensities of sausfaction 
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there were some magic power in the market mechanism able 
to transform magnitudes which could only be ordered in a 
scale, into magnitudes which could be determined by counting 
tmits, as prices certainly can. 

All pnee theory must start from the assumption that buyer s 
h ave tentatively made up their n c^d s about the pric(^which 
t hey are willi ng to pay, if necessary, before they ge t to th e 
market, ju s t as sellers have made a prelimjn ^y es timate ofihe 
minimum amoun t f or w hich they will gjve a way their good s. 
In the absence of specific conditions whi ch would justify a 
different interpretation, the willingness of a buyer to pay, if 
necessar^^'twlceasmuch for good A as for gooO m eans Si at 
he expects twice lii ^bat"aTatisfaction from gooff A as from 
good I'o be sure, the exceptions may be very impori^t. 
The purchase may involve such a large portion of the buyer’s 
income that the change in the marginal utility of money— in- 
creasmg marginal utility as income is depleted through pur- 
chases— must be taken into account.* In such transactions, the 
willingness to pay twice as much for one commodity as for 
the other indicates that somewhat more than twice the satisfac- 
tion is expected. But even in these instances of deviation, the 
ratio of prices is derived from the ratio of desires and thus 
proves the existence of the latter. A ratio , however , can e xist 
only between measurable quantities. Nor can any valid objec- 
tion be deriv ed from our inabihty to me asure accumtely the 
c hange in the marginal utility of money. T he issue is not 
vyhether a technique tor a perfectly accurate measurement of 

There are, of course, also many times when the buyer knows that’he need not 
pay under any conditions as much for the good as his maximum estimate would 
warrant, and when therefore he docs not stop to think how much he would pay if 
necessary. Therefore, evidence for the measurability of satisfaction can often be found 
only in the attitude of the marginal buyers or of those who hold a near-to-margmal 
position. This does not affect the essential character of the problem. 
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jsatisfactions is a vailable or wheth er Actc h anyjechnigne to 
[fieasiire* satisfactions under aU circumstancesj but v yhether 
oFhot sucE mMSurementis possible on grounds of principle. 
Ev5niwn5und^a shigle instance in which we could say that 
one satisfaction is approximately, by a wide margin of error, 
n times as great as another satisfaction, that would refute the 
idea that there is a fundamental obstacle to measuring satisf ac- . 
tions and, consequently, utility of goods.* 

Ther e have been recent attempts to show that th e mark et 
pjocess can 6e explaine d without assu ming the ex istence o f 
utility as a measur able magnit ude, by using the conceptdFt Ee 
piar jtinal rate of substitution. This rate is defined as mdicatip g 
hw mudii of con^ A would just compensate an_m^ 
vidiSnforl BGn dsrbrEEeia^^^hmr^ 
fmTsight, it seems to describe the formation of prices only by 
referring to the preferences of individuals— that is, to their 
judgment that some combinations of goods are more useful 
than others-and not to imply that they can judge how many 
times good A is preferable to good 5. Yet, a s the aut hors of the 
concept themselves have stated, a marginal rate^of substit^^ 
can be estabhsheThbt oiigTSetwe^^^ goods but 
tween onrgo'odand aUtiie others,j 5 f more accurately, be tween 
one good" and tEehest combination of other gopds. Tjie la.tKr 
rSTdehtical with thTmarginal rate of su bstituti on between 
that good and money. Suppose we ascertain the mar ginal rate 
o fstS'stimtion bT tweeP either of tyyq.g oods, A md B, and the 
b est combinatio n of other gooS, a nd fin d that the rat^for 
rP^rnmnditv B is twice as high as t hat f or commodity'^. Co^ 

“For discussions of this question, the reader is referred to the surveys of Lippin- 
cott-Taylor-Lange, op, at,, and Dickinson, op, at,, and also to Heimann’s excellent 
study of socialist literature in Soaal Research, February, 1939 * 

“ J R. Hicks, Value and Capital (Oxford, Oxford University Press, 1939)* P- 20. 
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we then not say, just as well, that the marginal unit of S is 
twice as useful as themafgmal unit of .^Plli e diS^enc eTe- 
twee n the two state ments is m erejy a verbd one, for have 
really measured the utility of A and B in tenns of the utility 
of the best combination of other goods or in dollars.” T he con- 
cept of the rate of substitution between goods can oriiy be 
f ormed onAe silent assumption that utility can be measured.” 

It is not an economist’s job to determine how these facts can 
be reconciled with the theorems of psychology. Of course, no 
statement in the field of economics must violate a valid rule 
of psychology, but no rule can be upheld in any branch of sci- 
ence if it does not permit an explanation of all parts of reality. 
The pheno menon of price formati o n cannot be explained ex - 
c ept on the ass u mption that s at isfactions are measurable. This 

The same slight maccuracy that we have observed earlier is also contained m the 
assumption that the followmg two statements are equivalent: “Of the best combina- 
tion of other goods, twice as much must be substituted for the marginal unit of com- 
modity B as for the margmal unit of commodity A,'* and “Good B has twice the 
margmal utility of good A/* Twice the quantity of the best combination of other 
goods is not quite twice as useful as one times that quantity, because of the decreasmg 
marginal utility of the combmation; therefore, the margmal unit of B is not quite 
twice as useful as the margmal unit of A, However, for obvious reasons, the marginal 
utility of the best combmation dechnes more slowly than the margmal uulity of any 
smgle' commodity, and the declme may therefore be n^lected as a “small quantity 
of the second order of smallness”— smee we are dealing with margmal units and 
thus with small quantities m the first place. 

It seems to this writer that the mere concept of a combmation of goods being the 
equivalent m desirability of one particular good implies that desirability is measurable 
Evidently, we can speak of the total desirability of a commodity group only if the 
desirability of the component parts can be added up. But if addition is possible, all 
other mathematical operations must be possible too- Addmg means countmg, and 
there is no countmg except by units; if there are units, their aggregates can be sub- 
jected to division and multiplication as well 

A more direct but also more abstract method of proving this proposition can be 
derived from an argument of Oscar Lange. The concept of a rate of substitution im- 
phes that an individual is able to judge not only whether a stock of commodities is 
preferable to another stock of commodities, but also whether a given change m one 
stock is preferable to a given change in the other. As Lange has shown in his study 
on “The Determmateness of the Utility Function” {Review of Economic Studies, 
Vol. I, No 3, June, 1934, p 222), this is the same as saymg that utility is measurable. 
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will have to be taken into account when the issue is settled 
among psychologists " 

Now, since value planning is necessary and fundamentally 
possible, how is it to be carried out ? Even if the rnarket m echa- 
nis m is entirely preser ved, as we have as sumed, the p lannin g 
b oard will not be able to use this me c hanism for jts own task 
of price determination. It has to determine not the prices which 
refle ct pre sent m^ket£onditions, but those A^chwill result in 
t he future when supply and demand conditions are changed . 
Yet the planning board, although unable to ascertain through 
the market the pnces which should be inserted in the plan, 
will h ave to use for its purpose the sameprinciple on which the 
market mechanism operates. Price formation on the market 
is a search tor an equilibrium through trial and error . Sellers 
and buyers change their charges and biddings until a price is 
established which just equilibrates supply and demand . The 
planning board can carry this process out on paper with infi- 
nitely less cost and loss of time than it can be carried out bv 

' Another version of the psychological argument is used by some economists. 
They object that the concept of soaal utility, and therefore that of value m a social 
economy, implies not only the possibility of arithmetical operations with units of 
individual satisfaction, but also that mdividual satisfactions can be added up to social 
satisfaction. This is regarded as impossible because of the lack of a common standard 
of reference for satisfactions or desires of different individuals. Even granted, it is 
said, that it makes sense for A to maintain that he wants one good n times more 
than another, yet the statement is inadmissible that A*s desire for a good is m times 
greater than B*s desire for the same good. We may well leave this question open 
and still assume that A*s as well as B’s desire contributes to the social utility and 
therefore to the value of the commodity. The common standard of reference is not 
of a psychological but of an institutional character; it is a product of either force or 
social philosophy. If we are orthodox equalitarians, we shall assume that each per- 
son’s total needs count as much as any other person’s If we are not equalitarians 
in the strict^ sense, or even not at all, we shall deviate from this rule, to a given 
extent, for reasons of ethics or expediency. Even if we knew A^s total desires to be 
twice as strong as B’s— whatever this might mean— it is not at all certam that this 
knowledge would influence our judgment as to the proportion in which their respec- 
tive desires should be satisfied. 
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sellers and buyers in real^. Th e boa rd need not take all im - 
a^able vmations ^ supply and demand into account, but 
only those which ars vyithin.the lim its of pracnc a l possil ^ty, 
and this brings its task down tO-Hian ageab le prop ortion s. 

However, this is an object of controversy. In his Collectivist 
'Economic Planning and in a later article in Economical 
Friedrich Hayek , relinquishing the old Mises position , con - 
c eded the formal possibility of planni n g, but mai ntained tha t 
tbe planning board would neyy finish solving the innumer- 
able equations through jy hich ihe value of m div idual com - 
modifies would have to be calculated." Hayek refers to the type 
(3 equations used by Walras, Pareto, Wieser, and Cassel for 
the description of price equilibrium// All commodifies, con- 
sumer s* as well as capital go ods, are use ful oidy in combina- 
tions, a nd it is only their combined effect whi ch we can direcfiy 
observ e. For ea ch purpose a different combination is used, yet 
if an optimum condifioh iiTto be att Sied i^c S" commod ity 
must have the same imit value in all co mbinations. Therefore, 

"Friedrich A Hayek, Collectivist Economic Planning (London: Routledge, 1935). 

" “Socialist Calculation. The Competitive Solution,** Economica, May, 1940. 

" Professor Hayek, in his article in Economica, seems to question that the formal 
possibility of value plannmg (or, to use the terminology of previous debates, of 
“pricing in a society without a market’*) has ever been denied. He opposes the con- 
tention of Lange “that the demonstration that the formal principles of economic 
theory apply to a socialist economy provides an answer** to Mises and other critics: 
“, . . the question raised by Professor Mises and others was not whether they ought 
to apply but whether they could in practice be applied in the absence of a market” 
(p. 127, italics mine). But Mises considers value calculation in a sociahst society not 
merely a practical but a formal impossibility On this point his reference to psycho- 
logical theory (citation of the psychologist Cuhel in Socialism, p. 114) leaves no 
doubt Consequendy, Lange’s demonstration that there was no formal obstacle to 
socialist calculation in value units did provide an answer to Mises. It is true that 
formal possibility does not prove practicability, which neither Lange nor Dickinson 
Ignored, but Hayek’s concession that an afi&rmative answer to the first question was 
possible meant certainly, as Lange stated, a “retreat to a second Imc of defense ” 
Whether it meant the grantmg of the “essential point” is a matter of opinion, but 
there is no justification at all for Hayek to accuse Lange and his school of “covering 
up their own retreat by creating confusion about the issue” (op cit , p. 127). 
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f* it is pos sible to establish a system of simultaneous equations , in 
which the combined effects, in terms of utility produced, and * 
tEFpEysi cai quantities of each elem ent jn each combin ation 
a^ear as the knowns and th^uni^valuM of the eleme nt s as 
the unknowiis. 

^Starting from consumers’ goods, we may consider that peo- 
ple like to ride to a motion picture after having eaten a good 
meal. They would not enjoy the picture, or at least would enjoy 
it far less, if they had either to see it while they were hungry or 
after the exertion of a long walk from their homes. Thus we 
cannot directly establish the utility of a motion-picture ticket 
alone, but only in combination with the meal and with gaso- 
line for transportation. When the planning board, or any on e 
else, tries to find out the utility of a motion-picture ticket, th e 
object of inquiry is not the negligible utility which the sho w 
ticket would have among men deprived of all other enjoy- 
ments, but its utility in a social environment where a give n 
s tandard of living is customary. Therefore, the situation can 
be illustrated by an equation of this kind : 

x+y+sz=iou 

where x means the utility of a motion-picture ticket, y that of a 
meal of given quahty, z that of a gallon of gasoline, a nd u a 
c ounting unit of utility, f or instance the utility of a dollar. 

There is no diflEculty at all in finding as many equations as 
we wish, since there are almost innumerable combinations of 
goods and we have always enough to calculate the unknowns. 

' The results obtained for consumers’ goods ^an then be used 
to cal culate the value of producers’ goods . For instance, having 
calculated the value of the motion-picture ticket, we may estab- 
hsh a similar equation expressing the utility of the various 
capital goods that are required for a performance, and add 
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the necessary number of other equations— taken from the pro- 
duction of other consumers’ goods — so that each element can 
be calculated. Th e kind of value plannin g which forms an 
indisp ensable complement of physical planning may well b e 
d escribe d as a continuous effort to solve that type of equation . 
The equational system of the Walras-Pareto school was origi- 
nally developed only to illustrate the interdependence of prices, 
not to prove that the calculations could actually be undertaken 
by a collective agency for society as a whole. Of the writers 
who proposed the equations, Pareto at least, whom Hayek 
quotes to this effect, was definitely opposed to the idea that 
calculation would be practicable. He argues that the multitude 
of equations which would have to be solved would defy any 
effort undertaken with mathematical means and that “the 
only means to solve them which is available to human powers 
is to observe the practical solution given by the market.” 

Once more the opponents of planning have offered an argu- 
ment which, if correct, would prove that e ven the capitalistic 
market could not function . There are two ways of solving 
equations, the one which we have all learned in school (and 
which was referred to above), and the other which we may 
call the method of experimental variation, or the trial-and- 
error process. Instead of following the rules of the mathemat- 
ical textbook, we may systematically change all the unknowns 
of the equations until we arrive at magnitudes which will 
satisfy the conditions. If we try out changes chosen entirely at 
random, the procedure will take an impossibly long time. Fre- 
quently, however, we may be able to eliminate certain types 
of assumptions because they are unrealistic, and thus limit the 
range of variation. It is this method, limited experimental vari- 
ation, that prevails in the practice of a market economy. 
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The form in which experimental variation is practiced there 
is exceedingly wasteful, for it does not consist merely of chang- 
ing figures on paper. We can change our purchases as consum- 
ers as well as our combinations of factors as producers, until 
we feel that we have made the best use of every dollar, that we 
are producing the most profitable product in the cheapest way, 
and, generally, that we have nothing to gain from further 
change. We do it on paper as far as we can, that is, we try to 
calculate in advance how we can economize in production by 
using substitutes for individual cost goods or by choosing en- 
tirely different combinations, and if we are very careful, we 
even draw up a consumer’s budget to see how we can secure, 
for instance, our supply of vitamins and other necessary ele- 
ments of our diet in the most satisfactory way and one that is 
still not too expensive. Butjn an unplanned economy we cm- 
not get very far by paper calc ulatio n, be^use we know too 
little about the reactions of others to the same problems. Soon 

" SiBBassge gcS! ^ ‘ i i M ii i iii M i i i Aw. 

we reach the point where we have to change the relevant mag- 
nitudes in reality and watch the reactions of our customers, 
suppliers, partners, and competitors. These reactions will, for 
the most part, make changes in our own dispositions neces- 
sary, and then again we have to find out how these affect the 
attitude of others. 

' The planning bo ard, on the other hand, applies the trial- 
and-error proc«s on paper to those processes of production in 
which the optimal course for one firm or individual is deter- 
mined by the actions of others/ZTliis form of experimental vari- 
ation is an immense economy in time, effort, and material as 
compared with the experiments in steel and timber, copper 
and labor, selection of occupation and expenditure of con- 
sumer dollars, which is the prevalent form of approaching an 
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cquilibrixim under the status quo. The apparent advantage of 
an xmplanned mark et economy lies merely in the fact thatit 
einj^ys ev ery perso n, producer or consumer, in the solving 
of the equations, and tha tlEe sa crifices involved in their trial s 
and errors do npt . f or th ejmgst^art,.be come visiWe in_the 
. publicj)udge t.“ But this does not make the sacrifices any less 
real . Planning does not require the solving of any equation or 
any other determination of magnitudes that would not be 
necessary in an unregulated market economy. 

Since the market actually solves all the equations that must 
be solved, we have a right to suspect that the problem is not 
quite so formidable as it looked to Pareto and Hayek, but at 

** Hayek, m his criticism of Lange and Dickmson, seems to be oblivious of the 
trial-and-error character of all actions on the market. “Professor Lange as well as 
Dr Dickmson assert that even if the initial system of pnees were chosen entirely at 
random, it would be possible by such a process of tnal and error gradually to ap- 
proach to the appropriate system. This seems to be much the same thmg as if it 
were suggested that a system of equations which was too complex to be solved by 
calculation within reasonable time and whose values were constantly changmg could 
be effectively tackled by arbitrarily inseiting tentative values and then trying about 
till the proper solution was found ** (“Socialist Calculation,” pp 1 30-131.) But the 
latter method is the way m which prices are formed today, except that the tentattve 
assumptions are not chosen enurely at random, but withm reasonable limits, which 
could just as well be done m a planned system. 

A httle later Hayek discusses the question of whether central direction or an 
unregulated market will reach “anythmg approachmg the desirable equilibrium” 
with greater speed. “How great the difference m this respect would be between a 
method where prices are currently agreed upon by the parues of the market and a 
method where these prices are decreed from above is of course a matter of practical 
judgment But I find it difficult to believe that anybody should doubt that in this 
respect the inferiority of the second method would be very great mdeed” {tbtd,, 
p 132). It is perfectly true that the reaction of the buyer to the offers of the seller 
come forth more quickly if he is independent of a central agency, but the seller’s offer 
Itself is only one tentative step toward the equilibrium price, and the buyer’s reaction 
is another. The question how speedily a reasonable approach to the equilibrium price 
IS achieved depends not merely on the quickness with which one stepTollows upon 
the other, but on how many steps prove to be erroneous A man runnmg in a zigzag 
fashion toward a goal may reach it much later than a person approaching it in a 
slow walk, but on a straight, direct path. The most important question is, therefore, 
whether the planning agency can cut out unnecessarily roundabout ways by calculat- 
mg reactions of buyers and sellers to one another on paper before havmg them earned 
out in reahty. 
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what point did they overestimate the difficulties ? Pareto, in 
the passage quoted by Hayek, argues that to calculate the util- 
ity of each of seven hundred commodities for each of one 
hundred consumers, even under simplifying assumptions, the 
solution of 70,699 equations would be required. He assumes 
that this “exceeds practically the power of algebraic analysis,” 
and speaks of the “ fabulous number of equat ions which one 
obtains for a population of forty million and several thousand 
commodities.” No businessman tries to anticipate the utilit y 
of ea ch of his products for each, of his customer s. Very ap- 
propriately, he is satisfied with estimating the demand of con- 
sumer ffl:ojBpg 7 a n 3 ~there is no reason at all why the p lanning 
bo^d should not do the same . Thus the equations wiB not 
reach a fabulous number, but it is quite possible that a few 
hundred thousand combinations have to be taken into account. 
Why this should exceed the power of algebraic analysis is diffi- 
cult to see. It 

tion vvork whkh ji hundred middle-sized e ngineer ing firms 
have to pe rform ina we^.“ 

The real weakness of value planning^ at the presen t level o f 
kno wledg e, is not at all the necessity of using too m uch math e- 
f matics ; i t is rather the inability to uscmathematicalte chpiques 
} on a sufficiently large scale . It is a crude method to search for 
WneqmliBrium by experimentally varying ail the determinants 
until they fit together, and, although it is infinitely more eco- 


t probably does not exceed the amo unt o£.cakula- 


The human ability to perform a large number of mathematical operations in a 
limited period of time has been very much increased by the perfection of calculating 
machmes, which, of course, were not yet very cfiScient at the time when Pareto first 
proposed hi^ argument. Nowadays, however, even an otherwise impregnable argu- 
ment, based on the limitations of the human mind in solving equations, would not 
seem very strong. Further improvement in calculatmg apparatus, perhaps even the 
wider use of machmes and procedures already available to some experts, may well 
remove any conceivable difficulty of that kmd m the very near future. 
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nomical to carry out these variations on paper than in reality, 
a further great economy of effort might be achieved through 
the development of mathematical short cuts. A future genera-' 
tion may look upon the trial-and-error process very much as a 
second-year schoolboy, knowing the use of multiplying and 
dividing techniques, looks at the abacus. But in the meantime J 
the abacus method serves the purpose of demonstrating thaffl 
the problem is soluble, practically as well as theoretically.i 

The Coordination of the Two Columns 

The extensive discussion of the role which value planning 
must play if the planned system is to work has diverted the at- 
tention of economists from the function of physical planning. 

There exists a school of mathematical economists who try to find out the actual 
demand curves for individual goods. The standard work in the field is the book by 
the late Professor Henry Schultz, The Theory and Measurement of Demand (Umver- 
sity of Chicago Press, 1938). 

The efforts of Schultz and his predecessors were concentrated on an analysis of 
prices m past periods. Then demand curves are mtended to show how, at given 
moments, the statistically ascertainable prices were formed under the influence of 
factors which determined the slope of the demand curve and its location in a system 
of coordinates. Schultz undoubtedly thought of future prices too, but only m the 
sense that the analysis of past developments should enable mtercsted individuals, 
groups, or agencies to make relatively accurate forecasts of marketing conditions in 
the very near future and to estimate general trends over a longer period of time, m 
an unregulated market economy. He did not consider the possibility that his tech- 
niques could be used for an effort to calculate future prices several years m advance 
as part of a plan of all production and consumption. He even listed the increased 
interest m economic planmng as one of the factors which might distract the attention 
of students from the field which he was trying to develop {op. ett , p. 660). 

In reviewing the work of Henry L Moore, A. C Pigou, Wassily Leontieff, Ragnar 
Fnsch, Jacob Marschak, and Rene Roy, Schultz found that the problem of staUstical 
demand curves had been attacked from two diJffercnt angles Some authors had used 
time senes of prices and had tried to derive demand functions from price movements 
under various historical conditions. Others had tried to construct demand curves 
from family-budget data on difierent income levels. Schultz himself, m his attempt 
to establish the demand curves for vanous agricultural commodities, uses the time- 
series method, although he recognizes that the family-budget method also has advan- 
tages and extensively discusses its mathematical problems. 

The timc-scnes method, however appropriate for the purpose which Schultz had 
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Th^is function is easy to state. Future supply and deman d con- 
ditions can only be determined if we calculate th e physical ef- 
fects of our present undertakings. Evidendy, we can achieve 
nothing in tbe Hne of price anticipation unless we know what 
physical changes in production we have to expect. The prices 
resulting from an unplanned market are misleading as a guide 
for action because they tell us nothing about the physical situa- 
tion which will exist when our actions have worked out." 

Thus physical planning is basic to value planning. But it 
would be an oversirnplificarioh t6 say thit 'Thfi establishment 
of the physical-quantities scheme must precede the establish- 
ment of the value scheme. Value calculation is necessary to 
test the worth of the contemplated physical arrangements, just 
as the physical data (including needs) determine the values. 
Thus neither can be finally established before the other is 
worked out, and we have to approach the correct results by a 
process of adjustments on both sides. The planning board 

r must not draw up two separate plans, but two interdepen dent 
c olumns of the same p lan. 

in mind, is not usable for the determination of future prices if a substantial change 
of conditions must be assumed This method tries to deduce one cause, the structure 
of demand, from the observed efiEect, the price If we have found the structure of 
past demand through an analysis of past or present prices, we still do not know what 
changes in the demand structure will occur between now and the time for which 
we attempt our prediction A comparative analysis of family budgets reveals the 
determinants of the demand for individual commodities and makes it possible to 
separate the relatively constant factors (psychological data) from those subject or even 
destined to change (incomes and prices of competmg or complementary commodi- 
ties). The promise of the work of Schultz and his school for the progress of planning 
technique rests on the possibility of developing the family-budget method to a 
higher degree of perfection 

Note Heimann*s remark that “the nature of price, expressive as it is of an only 
momentary situation, appears to be madequate to the regulation of long range 
processes” (“Literature on the Theory of a Socialist Economy,” Social Research, 
February, 1939). The point has also been discussed rather extensively in an earlier 
article by Heimann* “Planning and the Market System,” Social Research, Novem- 
ber, I934»PP 488 




The Making of the Plan 65 

The problem of how to coordinate the value and physical- 
quantities columns must arise in every effort at national eco- 
nomic planning in one form or another, and it will become 
urgent as the plan becomes comprehensive and provides for 
far-reaching changes in production and consumption. Judged 
by these criteria, the problem must play a very great role in 
the Russian Five Year Plans, and yet we are almost without 
information about the techniques which the Soviet agencies 
are using for its solution. It seems strange and regrettable thai 
the theory of national economic planning should have to b< 
developed entirely from a priori considerations, when there is 
already a country where the economy has been guided by all- 
inclusive plans for almost twenty years. O n no other phase o j 
th e planni ng effort me we so much in n??4.of empirical i iffor - 
mation as on the relations hip of physical planning and v^ue 
planning. Yet the ofl&cial Soviet publications m English, full 
as they are of details about the engineering aspects of planning, 
leave us unenlightened on the fundamental economic aspects, 
and even^^few books which deal with pricing, finance, an d 
credit in the Soviet Union cont^ very litde about the proc^ 
of mutual adjustment between the physical and value pl^s or 
even about the methods by which,lie value figures are estab- 
lis hed. 3^e know hardly more than that the problem, in its 
general outline, is known to Soviet economists. 

The Financial Plan has its counterpoint in a Material Plan, which 
determines the production and consumption of raw material and manu- 
factured goods, the progress of new construction, the reconstruction of 
cjcisting factories, works, plants, etc Obviously,jhe two_{jlans must 
a^ee; they are, in ^ect^two versions of the s£me plan an^each scry^s 
as a cl^k onjEe othe r." 


^ L E. Hubbard, Soviet Money and Finance (London. Macmillan, 1936), p. 46. 
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Thus one of the best informed writers on the economics of 
the Soviet system describes the coexistence of the two plans. 
The Financial Pl^ is not e xac tly a v alue columxij but an esti- 
mate of the revenues and expenditures of the various indus- 
trial units. Yet it is built upon the estimates of values of raw 
material, labor, and products, so that it represents a derivative 
from value calculation, and its relationship to the physical plan 
must, broadly speaking, be the same as that of a value column. 
I Although Soviet economists have not overlooked the neces- 
sity of anticipating changes in values which correspond to the 
planned physical changes, their ideas on this problem are very 
vague. By their Marxian tradition, they were committed to 
the labor value theo ry, which is entirely inadequate in making 
clear the function of value in a planned system. Their theo- 
retical ideas clashed with practical necessities, and since it was 
extremely diflScult for them to abandon or greatly modify 
their theory, they must have refrained as far as possible from 
■working the problems out clearly even in their own minds." 
This is evident from the reluctant and almost haphazard 

An effort to revise the value theory so as to make it more applicable to the 
practical task of planning was undertaken by a group of Soviet economists m 1943. 
This group worked out proposals for the revision of the content of courses on eco- 
nomics m Soviet universities. The text of the proposals was published in English 
translation by Raya Dunayevskaya in the September, 1944, issue of the American 
'Economic Review. Naturally, proposals to change the treatment of economic ques- 
tions in the classroom involved a criticism of opinions held by the teachers, and 
therefore the suggested reform of instruction amounted to a reinterpretation of the 
Marxian doctrine, or rather to an abandonment of some Marxian principles in the 
form of a reinterpretation. While retaining the terminology of the labor theory of 
value, the group made a defimte move in the direction of a utility value theory as 
the basis of plan calculation, especially for the valuation of different types of labor. 
See my noteJ“From Marx to Menger,” m the American Economic Review, June, 1944 
Although the note was based on the abbreviated version of the Russian statement, as 
published in Science and Society, Spring, 1944, and therefore contams a few inac- 
curate references and arguments, the mam line of reasoning is not thereby affected. 

The text of the proposals mentions that instruction m economics on the college 
level had been suspended in the Soviet Union “for several years,” previous to the 
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fa jiion in which value planning was develope d. If there had 
been a clear realization of what value would mean for plan- 
ning, the Soviet economists would have seen that it was of 
decisive importance t o keep the monetary unit as sfaMe as pos - 
si ble in terms of commodities^ because fluctuations or rapid 
depreciation of money was bound to make all value ralr nlatinn 
very difficult and largely inaccurate. But there was a great 
amoimt of indifference toward the inflation of currency in the 
period of the first Five Year Plan, before practical experience 
forced a change of mind, leading to the bank reform of 1930- 
1931.'” The idea was widespread that fixing of prices by the 
government would remove all dangers from the increase in 
currency,” although price fixing means the freezing of a ba- 
rometer which the planners have to watch.® 


academic year 1942-1943 This interruption can hardly be cxplamed except as an 
effect of the “purges” of the 1930’s If this mtcrpretation is correct, the desire of the 
authors of the proposals to preserve at least the language of traditional Marxism 
can be easily understood. 

The contention by Brooks Otis {American Economic Review, March, 1945, pp. 
I34“i37)> that the statement of the group did not involve a fundamental revision 
of doctrine because the margmal-unlity theory in its pure form “is in no way incon- 
sistent with Marxism” seems to me untenable in view of many passages in Marx’s 
own writmgs. 

“ Hubbard, op ett , p. 50. 

See Arthur Z Arnold, Ban\s, Credit and Money in Soviet Russia (New York: 
Columbia University Press, 1937), p 429. 

According to information furnished by Charles Bettelheim in his excellent book 
La Plamfication Sovietique (Paris: Librairie des Sciences Politiques et Soaales, 
1939)9 some Soviet economists distmguish between the “material” and the “syn- 
thetic” balance sheets, which seems essentially the same distinction as between 
physical and value planning. “Synthetic balance sheets make it possible to examme 
very different objects from a single pomt of view (that of exchange of value, money 
expenditure, etc.” {ibid , p. iii). Among those who stress the necessity of supple- 
mentmg the “material balance sheets” by “synthetic balance sheets,” Bettelheim 
mentions Margolm, the author of a much-discussed article on “The Balance Sheet 
of Money Revenues and Money Expenditure in the Population” in one of the official 
Soviet periodicals It seems that the school of economists to which he belongs is writ- 
ing studies on the elements of the synthetic balance sheet, but that its compilation 
IS not yet a part of the work of the official plan-makmg agencies Bettelheim makes 
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Nor did Soviet economists see the difficulties which the 
“multiple price system” was bound to create for value plan- 
ning— as far as we can judge from what was done. Up to the 
“derationing” legislation of 1935, the Soviets kept difEerent 
sets of prices for rationed and unrationed goods. This would 
not have made value calculation impossible, if a system of ac- 
counting prices had been built up, independent of the prices 
that were actually charged on the market. No thoroughgoing 
attempt of that kind was made, although wholesale prices, 
which mainly guide production, were less arbitrarily deter- 
mined than retail prices. 

Thus it is not the fault of the investigators that they found 
litde to discover about the coordination of physical and value 
planning iu Soviet Russia. Since Soviet plaimers have^no cjear 
conception of the task, we would have to analyze their practice 
to see how they have developed the indispensable minimum 

Into flieir physical plan . 

But no outsider has ever been admitted to the consultations of 
the Gosplan or been permitted to study the records on plan- 
ning in the Soviet archives. 

Since we can learn so httle about the coordination of the 
two columns in the actual procedures of the Soviet govern- 
ment, nothing is left but to return to our attempts to solve the 
problem by deduction. In this way, however, we cannot hope 
to find out the best method, any more than the inventors of the 
gasoline motor were able to suggest all the details of a 1947 
automobile. We shall again have to be satisfied with showing 
how the pf oblems could be solved, if no better way were found. 

the statement. “While the elaboration of the material balance sheets for fuel, metals, 
construction materials, tools, etc , has been promoted in the USSR by a relatively 
strong impulse, the question of the synthetic balance sheets has made very little 
progress” (tbtd). 


of vdue calculation and are fiftingTt 
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Planning is certainly one of the activities which cannot be fully 
learned except “on the job.” 

Suppose the planning board has made an inventory of re- 
sources and with the advice of engineers has assembled enough 
facts to draw all the important supply cu rve s. Furthermore, 
it has suflEcient information to show how consumers react to 
changes in their income, and for each level of income to make 
reasonable estimates concerning the demand curves for the 
important commodities. Now it is attempting to draw up the 
plan in its two columns for a period of years. 

Let us assume that planning begins at a moment when there 
is unemployment of men and machines. Whatever else may be 
unknown, there is one fact from which to start. The pl annin g 
board certainly intends to provide for the employment of all 
available man power, at least as far as the workers are willing 
to work at present wages. By considering the composition of 
the available man power with respect to skills, which deter- 
mine income groups, and the amounts of interest and profit 
which correspond to a given level of wage income, it will ar- 
rive at a tentative figure indicating the total income of each 
of the major social groups after the process of reemployment 
is completed. 

On the basis of this tentative set of figures, the planning 
board can undertake a preliminary calculation of Ae demanji 
for various commodities. Suppose that it is found that the de- 
mand for automobiles will be m, that for radio sets «, that for 
dresses and suits o, and that for shoes and boots p, and so on 
for all the important industries. Now the board has to examine 
all these industries to find out whether their working staffs 
add up to total employment of industrial labor, and if the 
division of their stafis into skilled and unskilled, manual and 
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white-collar labor is in accordance with the original assump- 
tions. If the corrected scheme shows a deficiency in employ- 
ment, there must be some fault in the assumptions, for instance, 
too low a figure for the total national income or wrong pro- 
portions of consumer expenditure on various commodities. 
The possibility of a deflationary process which would drain 
purchasing power need not be considered if there is general 
confidence that the plan will work, since by providing a mar- 
ket the plan gives every entrepreneur a foreseeable chance to 
earn profits, and nothing but the fear of unprofitableness can 
cause saved money to be withheld from investment in produc- 
tion and the creation of incomes.^ If, however, there are rea- 
sons to believe that some funds may still be kept back because 
of lack of confidence in the period of transition, the deflation- 
ary effect must be estimated and either checked or compen- 
sated by the issuance of new money. More will be said about 
this point later. 

The result of the preliminary calculation which we have so 
far explained is a scheme showing how all available man power 
could be employed and products exchanged, if prices were the 
same as before the expansion and incomes conformed to otir 

®®Thc theorem that total employment will be achieved i£ everyone spends his 
income or saves only as much as will find an outlet in real mvestment, is related to 
but not the same as Say’s law. The latter implies an automatic expansion o£ demand 
as a consequence o£ any expansion o£ supply, and thereby demes the possibility o£ 
an equilibrium with underemployment, because it considers money a neutral element. 
But even one who believes m the possibility o£ an underemployment equilibrium— 
£or instance, on the basis of the Keynesian theory— will grant that this is not the only 
imaginable state o£ equilibrium and that the monetary factors which tend to keep 
production on a comparatively low level can be put out of effect by deliberate action 
of community organs. In other words, here we have to rely on that part of Say’s 
reasoning which nobody who believes in the possibility of theoretical explanation of 
economic phenomena can reject: namely, that there is no useful good which cannot 
become the object of exchange for other useful goods, or that the money earned m 
one type of employment (if it is not hoarded) will be spent on the products of other 
branches of production and thus sustain the employment of a corresponding number 
of workers there. 
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tentative assumptions. But prices and price relations will cer- 
tainly have changed. Some industries, under the influence 
of decreasing cost, will be able to offer their products more 
cheaply; others, governed by increasing cost, wili have to se- 
cure a higher unit price. Frequently “botdenecks” will make it 
impossible for supply to follow demand, and a price consider- 
ably above production cost will be required to equate the two. 
The calculation of national income with which the planning 
board started would have been inaccurate anyhow, but the 
price changes make the difference from reality even greater. 

Changes in the assumed prices and incomes make changes 
in the physical plan neces sary. Suppose the automobile output 
and sale was q before the plan was made, and the tentative 
draft of the plan assumed that it would be q plus r. But closer 
calculation shows that there are still advantages to be gamed 
by increasmg the output of the individual automobile factory, 
and on the basis of the saving of labor and energy per unit of 
product a price drop is held possible that would permit de- 
mand for automobiles to grow to q plus r plus s. However, 
any increase in automobile production requires more steel. If 
the steel mills are operating under conditions of increasing cost, 
the saving of labor and energy in manufacturing automobiles 
will be partly outweighed, the price can be reduced only to a 
1 lesser extent, and the demand will not be q plus r plus s, but 
'only q plus r plus s mmus e. 

These developments in automobile production and the au- 
tomobile market will affect other sectors of the economy. If 
people buy more automobiles, some of them will buy fewer re- 
frigerators or even suits and dresses. This is the grdUp which, 
before the price change, had not yet reached the decision to buy 
an automobile, but was close to it and now finds that with some 
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saving in other fields it can afford a car— or a new car— and 
that in this way it will get more satisfaction out of its money. 
But there is another group which was ready to buy automobiles 
before the price drop and now finds that it has to pay less and, 
therefore, can afford to buy more of other commodities. In- 
come structure and demand schedules will supply the elements 
from which the net effect of these conflicting tendencies can 
be calculated. 

There are still other developments that must be taken into 
consideration. A rise in the price of steel will force an increase 
in the price of a great many goods, affecting demand. The 
increased use of automobiles will add to the demand for com- 
plementary goods, such as tires and gasoline. This agam will 
require changes in supply and will produce changes in in- 
comes. 

To find the state of equilibrium among all these interde- 
pendent magnitudes, the planning board will have to apply 
^the in^od of experimental vari^ion— which we described 
before in discussing the determination of interrelated values— 
to the relationship betweenplements of the value colum n ^d 
those of &ephysical_£plum£sThis task is facilitated by the fact 
that most of the iimumerable effects which any change in 
values or incomes must produce are negligible m comparison 
with the whole volume of the economy. A change m the value 
of steel affects practically all branches of industry, agriculture, 
and commerce, but it affects the railroads and the automobile 
industry far more than the textile industry or cattle ranching. 
Some marked changes in demand will not make much of a 
change in factor requirements and producer incomes, since 
approximately the same materials— although in different pro- 
portions— are required for, say, the automobile and refrigerator 
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industries, and the wages of a skilled worker or a clerk in 
either of these two industries will be almost the same. For these 
reasons, it is possible to make a rough estimate of the effects 
that we may expect from a given change without entering into 
calculation of all details, and later to approach accuracy by 
taking minor consequences into account. 

How helpful this kind of procedure is can best be explained 
in terms of the administrative problems of planning. The plan- 
ning board will need a large staff, organized in departments, 
so that each department concentrates on the conditions of a 
particular industry. The results of departmental investigation 
must all be reported to a central committee or bureau which 
integrates them into a plan. But the flow of information is not 
all in one direction. The central bureau will have to keep every 
department informed of the results obtained by the other de- 
partments, as far as these affect each department’s own work. 
Now, if the central bureau had to wait for the details to be 
worked out in the field of each smgle department, probably 
no plan could ever be completed. But since the most important 
effects of any change can be estimated with comparative quick- 
ness, the central bureau can send the departments preliminary 
instructions which will greatly simplify their tasks. If, for in- 
stance, a decrease in the manufacturing cost of automobiles 
coincides with increasing cost conditions in the production of 
steel, the central bureau will be able almost immediately to 
notify the departments in whose field steel is most important 
to expect a rise in the value of steel, with an indication of an 
upper and a lower limit of that rise. In this way, departments 
for r ailr oads, for the machine-building industry, for construc- 
tion, and so forth, know that a great many technical possibili- 
ties are ruled out as proposals for the plan. They will know 
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that they must not take any expansion projects or even replace- 
ments into consideration unless they are necessary enough to 
justify the use of more valuable steel. They will have to send 
back to the central oflEce estimates of the changes which these 
restrictions will produce in their physical requirements, in the 
prices of their products, and in the incomes origmating in their 
respective spheres. In the meantime, the details of the steel 
price wEl be worked out, which will then show the need for 
lesser adjustments. 

I The essence of the whole method is the gradual narrowing 
down of disaepancies withm the plan.“ Neither in the mu- 
tual adjustment of different prices nor in that of the value and 
physical-quantities columns is it necessary to obtain accuracy 
from the beginning. It is only important that in each successive 
phase of the planmaking process more apparent possibilities 
are ruled out as inconsistent with other magnitudes already 

The study by S Morns Livingston, Markets after the War (Department of Com- 
merce, Bureau of Foreign and Domestic Commerce, March, 1943), uses a simpler 
method of planmakmg Livingston analyzes the way m which the American people, 
as a whole, spent its mcome at various times in the recent past. This analysis enables 
him to establish a ratio between national income and effective demand for each type 
of producer and consumer good He then estimates the postwar national income 
on the assumption of full employment, taking into account the productivity of the 
American labor force, as shown in war production, and the prospective equipment 
of American mdustry. Finally, he tries to answer the question of what the demand 
for each commodity would be on the basis of the estimated postwar income of the 
nation, if the prewar spending habits and other determinants of the distribution of 
effective demand among various consumer goods were to remain unchanged. 

It is one of the virtues of this excellent study that the explanation is immediately 
followed by a list of reasons why the results must not be accepted at their face value 
but must only be regarded as a first approximation The study achieves its purpose 
of givmg the businessman an idea of the magnitude of postwar markets The method, 
however, is too crude for the elaborauon of a plan by which the economy can 
actually be guided An estimate of the size of mdividual mcome groups and an 
analysis of their prospective spending patterns through family budgets will be neces- 
sary if sufficiently reliable demand curves are to be established Such a detailed analysis 
will also offer more opportunity to take account of probable changes m postwar as 
compared with prewar conditions. 
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established as parts of the plan. Let it be repeated that this is the 
principle on which the market operates, and the most impor- 
tant advantage of planning lies in the possibility of performing 
these operations on paper before they have to be performed 
in reality, thereby cutting out the cosdy fluctuations through 
which the market has to seek its equilibrium. 



III. The Execution of 
the Plan 


Control Figures 

E ven the wisest planning board cannot be expected to 
draw up a faultless plan. Developments beyond the con- 
' trol of the planning board— for instance, changes in the 
types or quantities of goods which foreign countries are able 
to export or import— may occur during the planning period. 
Furthermore, the means that are applied to carry out the plan 
are not likely to be equally effective at all times and places. It 
is essential to discover as early as possible any circumstance that 
may require corrections in the plan or the use of supplementary 
means for its execution. Developments must be subjected to 
careful current observation for any tendency to deviate from 
the original estimates. The execution of the plan must be 
continually c hecked by control figures , picturing the actual 
production and consumption and the progress of expansion 
projects.^ 

^ In Soviet Russia, the term “control figures” is used in a somewhat different sense 
There the Five Year Plans for every industry and finally for every factory are broken 
down into goals for each of the five years and even for shorter periods, and these 
g oals are cajled^ jamt rol figure s. Therefore, they do not describe achievements, but 
rather magnitudes that ought to be achieved— like the origmal plan figures, only 
for a more limited period. They enable the planning board to judge whether or not 
adequate progress is being made toward the fulfillment of the Five Year Plan, which 
would be impossible or at least very difiScult if the achievements for the mdividual 
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All enterprises must currently report their outputs, sales, em- 
ployment figures, pay rolls, and purchases of material and ma- 
chmery. Banks must report their loans and deposits; statistical 
agencies, the data of foreign trade and population movements. 
In many of these fields, of course, this is the type of statistical 
information which is available even today, and no change, 
except perhaps a speeding up of publication, will be required; 
but in other fields the reports will have to compile business data 
which are now the secret of trade associations or are not assem- 
bled by anyone. The categories of this control-figure system 
will have to be the same as the categories of the plan, and in 
their entirety they must give a full description of all the rele- 
vant physical processes, prices, and monetary operations, and 
of the formation of income. The planning board will have to 
devise an administrative machinery which will call the atten- 
tion of the responsible men to any point in the body economic 
where actual developments differ from preestimated develop- 
ments and corrective measures of some sort or another ■will 
therefore be necessary. 

The Inducement of Indivtouaes to Compliance 

The planning board and the producer.— K plan need not 
change all the activities of all the citizens, but it can be carried 
into effect only by causing many individuals to act differently, 
on many occasions, from the way in which they would have 
acted if left entirely to their own counsels. The choice of the 

month or year had to be compared with the goals for the whole five-year period 
The same purpose is served by control figures in the sense in which the term is used 
m the text It is clear that, m any event, goal figures and achievement figures must 
exist for every year, month, and even week, to make an adequate control possible, 
but smee the short-run goal figures are essentially of the same character as the ele- 
ments of the plan, it seemed more appropriate to reserve the term ^‘control figures” 
for the short-run achievements. 
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methods by which compliance can be secured depends largely 
on the character of the legal, political, and economic institu- 
tions. In the foregomg section, we found it expedient to assume 
an institutional setting for the planned economy as much like 
the existing economic order as possible without defying the 
purpose of planning. In particular, it was assumed that enter- 
prise would, as a rule, be in private hands. We shall continue 
with this assumption. 

The existence of private enterprise does not in itself imply 
the absence of compulsion. To be sure, private enterprise can 
only be justified on the presumption that there are at least some 
things in the conduct of the individual business which the 
owner understands better than any central agency. This leads 
to the recognition of a sphere in which the owner of a business 
can act as he sees fit, but outside this sphere he may be com- 
pelled to act according to directions. In contemporary society 
the entrepreneur is already subject to compulsion in various 
forms and has to accept it as a condition for the conduct of 
enterprise. 

However, to impose the plan on entrepreneurs wholly or 
mainly by compulsion would be not only undesirable but 
hardly practicable. It is logically possible to imagine a sphere 
in which the entrepreneur is his own master and another in 
which he has to obey the orders of the planning board without 
any right of remonstrance, but it would be diflScult to keep 
the boundary between these two spheres clear and thus avoid 
constant friction. Therefore, it is preferable that the entrepre- 
neur be induced to accept voluntarily the instructions of the 
planning board. 

The way to achieve such voluntary acceptancfc is to make it 
visibly profitable to the individual entrepreneur. The gain 
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which the whole economy has to expect from a well-calculated 
plan IS not in itself a guarantee that each individual entre- 
preneur will automancally profit from compliance, and still 
less that the profitableness of compliance will be obvious to 
him. But there must be ways to secure, for every entrepreneur 
who cooperates with the planning board, an adequate share 
in the gam which will accrue to society as a whole and to dis- 
perse any doubts about its certainty and magnitude. 

In his book, fobs for preceded by an earlier book con- 
taining sinailar suggestions*— Mordecai Ezekiel, of the United 
States Department of Agriculture, has proposed a method for 
such an arrangement. A central government agency, with the 
assistance of business organizations, is to work out a plan pro- 
vidmg for an expansion of all economic activities from a de- 
pression level to full employment. If the plan is well balanced, 
a magnified volume of production will sustain itself, because 
the workers of one mdustry will buy the products of all others. 
For the individual entrepreneur, the only risk in complying 
with the plan hes in the possibility that the others might not 
do so and thus might fail to provide a market for his own 
products. As a protection against this risk, Ezekiel suggests 
that the government enter into simultaneous contracts with all 
large concerns, obligating them to carry out their part in the 
plan and promising in return to compensate them for all dam- 
age that might result from such compliance. The entrepreneur 
would have to commit himself not only to a fixed volume of 
output but also to a maximum price for his products, since the 
government could of course not guarantee a sales* volume if 
the entrepreneur were free to set the price. At first sight it 


® Jobs for All Through Industrial Expansion (New York Knopf, 1939)- 
® $2500 a Year (New York Harcourt, Brace, 1936). 
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might appear that several other commitments would have to 
be inserted m the contracts between the government and the 
individual firms, for instance, a minimum price. It is unneces- 
sary, however, to guard in the contracts agamst all deviations 
from the plan figures. Where deviations are not hkely to 
assume dimensions that would seriously disturb the function- 
ing of the plan, the individual entrepreneur may remam free 
in his decisions. Price reductions below the assumed figures 
will in all probabihty not be frequent enough to be a disturb- 
ing element of importance, and from a long-range point of 
view it would be undesirable to discourage the entrepreneurs 
from reducing their prices. The sales guarantee would, of 
course, not protect the entrepreneur from the consequences 
of his own errors of judgment or incompetence which may 
lead to his inabihty to sell with profit at the guaranteed price.* 
The system would be the “Triple A” reversed. Producers 
would contract not for restriction but for expansion of output, 

^This summary of the sales-guarantee proposal does not entirely coincide with 
Ezekiers own version but mcludes some modifications which this writer considers 
desirable Ezekiel wishes to construct the sales guarantee in such a form as to give 
It the effect of a minimum price To this end it is combined with a contractual ceiling 
on the output Ezekiel proposes, by way of example, that the entrepreneur should 
commit himself not to exceed the guaranteed “quota” by more than 20 per cent, 
and his normal sales price would be 10 per cent above the price at which the govern- 
ment guarantees the sale of the “quota.” Under these circumstances, the maximum 
advantage which any entrepreneur can obtain through any price reduction is an 
mcrease of sales by 20 per cent. In reducmg the pnce by 10 per cent below “normal,” 
he may secure for himself a part, if not the whole, of this mcrease, and only m a 
negligible number of cases will the balance of the possible gam in sales volume 
offer an inducement to reduce the price still further below the guarantee level If 
the increase in output is left without a ceiling, the situati<^ may be different In 
Ezekiel’s scheme, the undesirable effects of the mimmui^ price are kept within 
narrow limits through the provision that the contracts are to run for one year only, 
a period which would afford an early opportunity for reducmg the minimum but 
which seems too short m all mstances m which the entrepreneurs have to mcrease 
their equipment m order to comply with the output figures of the plan On the 
latter point, see below; also. Jobs for All, p 17 The general arguments for and 
agamst a ceiling on the output of the mdividual firm arc also discussed later. 
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and the government would underwrite their plans. Just be- 
cause the plan assumes that the expansion of one mdustry 
provides the market for the expanded operations of the other, 
the government’s risk would never even approximate the fi scal 
burden which inevitably results from any serious depression. 

Since the recent form of the Ezekiel proposal has been 
submitted only briefly, some questions had to remam open. 
Among other points, it is doubtful exactly h o w th e risk of 
e xpansion jsjQ iie .di¥i^^ governiiifirtLand-the 

firms^ Whenever the entrepreneur needs new capital equip- 
ment to comply with the plan, the period must be determined 
for which he will receive a sales guarantee for his products. 
Should this period include the whole lifetime of the equip- 
ment ? Ezekiel’s idea, on the contrary, seems to be that, as a 
rule, the government should commit itself for one year only, 
which may suffice when the expansion can be carried out with 
equipment already available ; although the plan must comprise 
a number of years, there is no reason why the government 
guarantee should cover a longer period than that for which 
the individual firm must make its decisions. But when large 
investment is necessary, the entrepreneur must stake his capital 
for many years, or even— as for a power dam, a new mme, and 
so on— for several decades, and he must certainly receive a 
guarantee for at least a considerable part of this time. Since the 
plan can hardly be drawn for more than, say, five years, this 
will sometimes mean that the government will have to ac- 
cept a commitment for more than one planning period. The 
risk is naturally far greater when the guarantee extends beyond 
that space of time for which a plan of balanced production 
can be worked out, and it is probably justified and desirable 
to have the entrepreneur share the possible loss. This can be 
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achieved either by limiting the guarantee to a period not cover- 
ing the full amortization of the equipment or by providing 
only for partial compensation if its usefulness is prematurely 
lost. The entrepreneurs themselves might well find it good 
policy to insist upon such a sharing of risks, since the chances 
of survival of private enterprise will be greatly improved if the 
entrepreneur’s position does not become too similar to that of 
a mere receiver of rent. 

Ezekiel does not entirely rely on voluntary cooperation, 
^uch as he prefers to avoid compulsion, he finds it necessary 
to suggest the imposition of a penal tax on individual entre- 
preneurs or whole industries who refuse to assist in the elabo- 
jration of the program or to accept contracts, and he speaks also 
of other sanctions that might be applied against recalcitrant 
individuals or groups. It is important to examine the need for 
these compulsory provisions. 

Expanded production for an assured market is likely to be 
good business. There is little reason to suspect that durmg 
the Great Depression any considerable number of firms would 
have refused to enter into contracts of the type which Ezekiel 
proposes. Because of their mistrust of government action in 
economic life they might have been convinced that the whole 
program would ultimately be a failure, but they would cer- 
tainly have tried to get the most out of the experiment as long 
as it was going on. 

Only in the later phases of expansion, or if the program does 
not start from the depth of a depression, a number of firms 
may wish to exclude themselves from further increase in pro- 
duction. Once the very low point in the utilization of existing 
capacity has been passed, a firm or group of firms may see 
greater prospects of gain in raising prices than increasing out- 
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put. This would by no means imply that they want to wreck 
the program; on the contrary, their chances to secure higher 
prices would depend on the increase in purchasmg power 
which expanded operations of other industries could not fail 
to produce. But from a desire of some entrepreneurs to remain 
behind the others in the expansion process, a general slowing 
down of the movement might easily result, with unemploy- 
ment as a consequence. 

This danger is not peculiar to a planned economy. Attempts 
of producers to keep production at a low level in order that 
prices may remain high are known from century-old experi- 
ence. The existence of a plan reduces rather than stren^ens 
the incentive to a monopolistic attitude. In an unplanned econ- 
omy, it is not merely greed for greater gain that causes entre- 
preneurs to restrict competition; it is just as much fear of loss. 
Expansion is risky, and in the noind of an entrepreneur who 
weighs the chances that restricted production with higher price 
may bring him greater profit than expanded production with 
lower price the fear of the risk is added to the lure of higher 
unit revenue. In many industries the advantages of production 
on a large scale would outweigh the profit from higher prices 
but could not outweigh the double advantage of greater re- 
ceipts per imit plus diminution of risk. Economic planning 
makes expansion very much safer for the entrepreneur who 
keeps within the plan and will often induce him to expand his 
operations when otherwise he would decide for the opposite 
policy. Yet even in a planned system the monopoly problem] 
exists and must be attacked. 

How much harm the noncooperation of an entrepreneur in 
an expansion scheme will do to the plan depends on the type 
of industry in which it occurs. If, for instance, the manufac- 



84 Theory of National Economic Planning 

turers of suits refuse to expand their operations according to 
the plan, the damage may well be relatively small. Consumers 
will not be able to buy as many suits as they could have bought 
if the suggestions of the planning board had been carried out, 
and some adjustments may be necessary in the production of 
commodities that are either closely competitive or comple- 
mentary to clothing. But these adjustments will be distributed 
over a number of industries and therefore will not afFect any 
one industry very seriously. The deficiencies in satisfaction and 
employment in the field of clothing itself will remain the 
greatest effect of the manufacturers’ failure to comply with 
the plan. 

Much greater disturbance may result from the refusal of 
entrepreneurs in one of the important producers’ goods indus- 
tries to accept the planning board’s proposal for expansion. If 
there is not enough steel or electric power, a number of manu- 
facturing industries may be seriously affected, and in these the 
loss of consumers’ satisfaction and workers’ employment may 
be many times greater than in the production of the particular 
commodity which is the primary object of dissension. 

In branches of production which are not vital for the success 
of the plan, either because they are quantitatively unimpor- 
tant or because effects on other industries are negligible, a con- 
troversy between the planning board and the firms may well 
be put to trial. There is no reason to assume that the plan- 
ning board will always be right and the firms always wrong. 
Although m an unplanned economy the entrepreneur’s judg- 
ment on how demand and production cost will develop is 
necessarily unrehable, since his scope is, in the main, limited 
to his own business, in a planned economy he can obtain the 
relevant data from the planning board, and he may be better 
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able than the board itself to draw conclusions for his firm. 
Therefore, a limited freedom for the entrepreneur to reject 
the suggested expansion (on the basis of the proposed product 
price) would work as a useful check on the plan, besides mak- 
ing the whole proposal politically more acceptable. An entre- 
preneur who rejects the suggestions of the planning board 
would, of course, act entirely at his own risk, and thus would 
not receive any guarantee of sales at a given price. This will 
in itself operate as a strong deterrent to rejection of the plan. 

Since compulsion is to remain a rare exception and is by no 
means to ta ke place ev en in all di sagreem ents bet w*^^’ mdil 
v iduai entrepreneurs and the planning bo^d, the compulsory 
powers must be so c o nstruc ted as to be elastic. There should 
be no automatic sanctions. In each instance the planning board 
must decide if the dangers to the success of the plan are great 
enough to justify compulsory measures. On the other hand, 
whenever the planning board finds that voluntary compliance 
is not forthcoming and deviations are intolerable, compulsion 
must be quick and unquestionably effective. The penal tax 
which Ezekiel proposes may not meet these requirements in . 
the best possible way. There may be difficulties m so construct- 
mg a tax that it becomes applicable only at the discretion of 
the planning board, and in an ultimate showdown an industry 
group may prefer to pay even a very high tax for a while, thus 
forcing a delay (perhaps a disastrous one) in the application 
of the plan. It is at least equally doubtful if much can be 
achieved by antimonopoly laws such as the Clayton Act. Aside 
from other reasons, the efiectiveness of such legislation de- 
clines as industry becomes more concentrated, and there is no 
likehhood that the concentration process will be slowed down 
in a planned economy. 
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W hat better weapons can the government apply to comb at 
monop olies? Whenever one or more firms refuse to expan d 
production as mu ch as the planning board thin L s . d fi sir a h le, 
the government can see to it th at new en terprises are c reated . 
Theplanmng Board will know what production resources, in- 
cluding entrepreneurial skill, are available, and if the govern- 
ment has sufiBcient control of credit facilities, as it certainly 
should have (this point will be discussed later), it can set up 
capable businessmen, equipped with the necessary capital, as 
competitors to existing firms that refuse to expand. 

The railing m of new enterprises will sometimes involve 
wast^, since the cost of constructing new plants may wSTbe 
Elgher than that of expanding facihties already in existence. 
As long as the sums involved are not too large, the waste can 
be accepted as part of the cost of executing a plan. But it would 
not be justifiable to spend any considerable part of the commu- 
nity’s resources upon the construction of new factories merely 
because the owners of existing equipment refuse to put it to 
full use. Therefore, a stronger weapon should be provided for 
the government. If, after careful consider ation , t he conclusio n 
is reached that a S'm is obstr ucting the~ 'national plan , eithe r 
ii llSSe expectation of monopolistic gams or frqmmptiye§j2f.po- 
litical resentment or just out of unwillingness to do thgjKprk 
which economic progress requires, the gover nment shou ld 
h^jggwerm;;^|ro]^^r^t3n]^r^l^[^e£0^ieU' 
satinn. an^ eithe r run it under public managemen L2£JBaa§lgr 
It to co^erat ing en trepreneurs. The granting of such powers 
*wouId be within the logic of principles already recognized in 
our society. If rights of private ownership are not permitted 
to obstruct the buildmg of railroad or power lines which the 
public interest demands, there would be litde consistency in 
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shrinking from interference with such rights when a whole 
stabilization plan is at stake. Of course, this does not mean that 
property rights are at the mercy of the government,' but that 
they can be interfered with under specified conditions and in 
ways prescribed by law and subject to review by the courts.' 
^^he fight against monopoly has far better chances of sue-, 
cess in a planned than in an unplanned economy. One of the| 
reasons is the opportunity to apply stronger measures of en- 
f orcement when a plan is in operation, but p erhap s e ven mo re 
important is the greater ability to judge when monopoly exist s. 
Siipj^se thel^anning Board Has worked out proposals show- 
ing that production in a particular industry can and should 


® Certainly no expropriation should be admissible for the sole reason that an entre- 
preneur refuses to accept a partial risk of expansion, when he is offered a sales 
guarantee for a period shorter than the amortization penod of the equipment that he 
would have to purchase or construct (See above, p 82 ) Ways can be found to 
protect the public interest as well as the rights of the firm; for instance, the latter 
may be given the choice of greater chances of profit with parncipanon in the risk or 
protection from risk (except for consequences of incompetency or poor judgment) 
with very limited profits. Ultimately, of course, the planning board may always carry 
out a necessary expansion as a public enterprise. 

* Very likely Mordecai Ezekiel did not choose his proposal of the penal tax pri- 
marily on grounds of economic expediency, he was probably motivated by the fear 
of legal difficulties which might stand in the way of a more direct enforcement 
Unless one is a constitutional lawyer, it is impossible to venture an opinion on the 
possibility of overcoming or circumventing these obstacles, but the attitude of the 
judiciary will certainly be influenced by the whole character of the relationship which 
the plan establishes between the individual and the community, and more particu- 
larly by the advantages which the plan offers to the mdividual entrepreneur If 
further concessions to the individual operator’s interests— for instance, an extension 
of the period for which the sales guarantee is granted— improve the chances of 
judiciary approval of enforcement measures, the price may not be too high. 

For tactical reasons, it may be more expedient not to grant powers of expropria- 
tion to the government before an open refusal to comply with the plan has been 
actually encountered It is ccrtamly easier to overcome political and legal difficulties 
if the danger of obstruction has been demonstrated by facts than if it appears merely 
as a theoretical possibility. On the other hand, the presence on the statute books of 
the power to transfer plants from private to public admmistration, or from a non- 
cooperating to a cooperating entrepreneur, may so strengthen the hands of the gov- 
ernment in its negotiations with firms that the danger may be entirely averted. 



88 Theory of National Economic Planning 

be expanded. The entrepreneurs who oppose these proposals 
will probably argue that their production cost is higher than 
the planning board has assumed. If this argument is either a 
pretense or a mistake, the profits of the industry must turn 
out to be higher than those of others. There are certainly pos- 
sibilities of hiding profits for a time, but they are not very great 
in a plaimed economy in which the comparison of conditions 
in one industry with those in others is so much easier than 
under “pure capitalism.” There is a considerable likelihood 
that any extraordinary profits, earned by a firm or group of 
firms which defied the planning board on the issue of expan- 
sion, would eventually be discovered and would lead to co- 
ercive measures.’ 

A P. Lemer has suggested that monopoly should be prevented by fixmg the 
prices o£ commodities produced under noncompetitive conditions through counter- 
speculation. “The government through a special board estimates what would be the 
price o£ the good that would make demand equal to supply i£ there were no restric- 
tion of the kind which we wish to abolish. It then guarantees this price to all the 
sellers m the case o£ a sellers* restriction or to all buyers in the case of a buyers* 
restriction The buyers (or sellers) then know that the price will not move against 
them i£ they buy or sell more and that they will not get a better price if they 
restrict their dealings The Board of Counterspcculation then buys in the free market 
what It has promised to sell to buyers at the guaranteed price or sells in the free 
market what it has undertaken to buy from the sellers at the guaranteed price.** 
(Abba P. Lerner, The ’Economics of Control [New York Macmillan, 1944]* P 55 ) 
If the sellers were to refuse to supply the government with their product, they would 
presumably be prosecuted for restraint of trade, or the government would open com- 
peting plants. 

In a more recent article Lerner has significantly modified his proposal (“An Inte- 
grated Full Employment Policy,” m Planning and Paying for Full Employment, 
p. 176) “Counterspcculation does not mean that the government must actually buy 
and sell all these goods itself. All the government need do is to guarantee the price 
to the producers who have been able to influence the price by their own restriction 
of sales The government will tell them that they can sell as much as they want to at 
the guaranteed price. The producers sell at the market price, whatever this may 
happen to be, but the government reimburses them if they have to sell at less than 
the guaranteed price while m the opposite case they must pay the difference to the 
government!* (Italics mme ) Whereas in the original form the proposal would mean 
that the government frustrates the expectations of the monopolists by its own market 
policy, the second form would presuppose a contractual relationship, which closely 
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So far we have discussed merely the possibility that entre- 
preneurs may not want to expand their operations as much as 
the national plan suggests, but it is also possible that they ma y 
wish to expand them more. Even without specific powers of 
compulsion, the planning board, if supported by other gov- 
ernment agencies, will probably not find it difficult to check 
these attempts, iE it so desires. The position of an entrepreneur 
who embarks on a system of expansion is always vulnerable. 
He has no guaranteed market. Often he will need credit, and 
when the banking system is under the control of the govern- 
ment, it will frequently be impossible to finance an undertak- 
ing which the government considers harmful. If these indirec t 
means do not suffice to restra in an entrepreneur whose expa n- 
s ion projects threaten to m terfere with the execution of th e 
plan^ the board must be able to impose direct restrictions. How- 


resembles the arrangement proposed by Mordecai Ezekiel and suggested m precedmg 
passages o£ this book. The prmcipal difference— and at first sight this appears to be an 
advantage of the Lerner plan— would be the absence, m the latter, of any production 
quotas The government would let the producers “sell as much as they want to at 
the guaranteed price,” in the expectation that the producers will expand their output 
only “up to the point where the extra cost to them of adding another unit (their 
margmal cost) is as high as the guaranteed pnee” (iW, pp. 174-175). 

This expectation presupposes rising margmal costs. Modern mdustry, however, 
knows many instances m which production remams within the area of declmmg 
marginal costs, either because too much capacity was originally established and 
therefore no plant can reach the optimal value of operations, or because the absorp- 
tive capacity of the market is not large enough even for the full output of a single 
plant of optimal size. In these mstances the floodmg of the market can only be pre- 
vented by the decline in price which the producer has to expect if he expanded his 
operations too much, and this limitation would be removed by the price guarantee. 
It IS precisely under conditions of declining costs that monopolies are most easily 
established, because these conditions on the cost side favor concentration of enter- 
prise. 

Moreover, a guaranteed price without production quotas might easily mvolve the 
government in heavy losses, m the event of important technological improvements, of 
which the government, m an unplanned economy, would not necessarily have any 
advance knowledge. Suppose the firms introduce cost-reducing machinery during the 
guarantee period. The guaranteed price will then operate as a premium— and perhaps 
a very high one— on overexpansion of output, and the government has to pay the 
premium. 
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ever, the planning board may take an attitude of benevolent 
neutrality toward expansionist deviations from the plan. Even 
more than in connection with restrictive deviations, it may 
wish to let the entrepreneur find out if his opinion is correct 
as long as the plan as a whole is not upset, and sometimes a 
compromise solution may be found. The planning board may 
refrain from issuing a guarantee for the excess production but 
may provide the necessary supplies, or it may issue a restricted 
or conditional guarantee. 

On these, as on other matters, the planning board will have 
to negotiate and bargain with individual firms. It is important 
to remember that the initiative for expansion may not always 
come from the planning board but sometimes, and perhaps 
frequendy, from the firms. We can envisage firms or industries 
competing for inclusion of their expansion projects in the plan. 
In passing on their proposals the planning board will have to 
be guided by the estimates of consumers’ reactions, and a 
project will be acceptable in the inverse proportion of the price 
which the firm will charge for the products of its expanded 
operations. In trying to convince the planning board that their 
respective projects are worthy of being carried out, the firms 
will have to lower their price expectations, and it will be up 
to the planning board to use this competition for the benefit 
of the consumer. • 

Sometimes a firm may propose to charge a price below pro- 
duction cost, in the hope that the latter may be lowered when 
experience has been gained in the period of introduction. As 
a rule, the planning board will have no objection if the firm 
wishes to subsidize the production of an article, but there may 
be exceptions. The supplies necessary for that particular pro- 
duction cannot perhaps be produced in existing plants. If the 
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planning board is to guarantee the profitableness of an expan- 
sion in, say, the steel or aluminum industry, which is to pro- 
vide a firm with the necessary raw materal for the production 
of a new article, the board may require assurance that the 
demand will have some degree of permanence; but the firm, 
producing the article on an experimental basis at a loss, may 
or may not be able to give such assurance. Or the firm may not 
even contemplate a permanent production but may wish to 
start the production of an article in order to kill a competitor 
who would introduce a rival product and it may intend to 
discontinue its own production when this goal is reached. 
The planning board will hardly wish to support such tactics. 
On the other hand, the planning board may sometimes con- 
sider the introduction of an article so desirable that it will 
recommend a public subsidy. If society becomes more equali- 
tarian, the necessity for such subsidies will increase because of 
the decreasing importance of the market for luxuries." Many 
of the innovations in consumers’ goods, from the bicycle to the 
radio, were originally introduced at a price prohibitive for the 
masses and were accessible only to the privileged few. Even in 
a society with complete equahty of income there would be 
purposes of special urgency for which expensive innovations 
could be used. But it is doubtful if these would be frequent 
and important enough to ofiEer a full substitute for the initiat- 

® At the present time, we arc undoubtedly moving in the direction of an equaliza- 
tion of incomes, but to this writer, at least, it seems uncertain how far the equahtanan 
trend will lead There are two counteracting tendencies On the one hand, the under- 
privileged, m the world as a whole, are gaming m political power and m skill to 
use It They are naturally trying to increase their share in the national income and 
thus to reduce the amount of mequality On the other hand, their interest has been 
partly diverted from equality to security. It is imaginable that the point may be 
reached when the workers would accept the existence of profits without further 
attempts to reduce them for the benefit of wages, if they are protected against fluctua- 
tions in employment and assured an imdiminishmg share m the increase m the pro- 
ductivity of labor. 
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ing function of luxury consumption, and therefore public sub- 
sidies may be necessary.’ 

Although the planning board may tolerate many deviations 
from its origmal proposals, there is one requirement on which 
it must always insist. Every large producer must make his in - 
t mtions known to the planning board in advance and, as a 
rule^ m ust carry them out as announce d. The planning board 
must know the approximate quantities of material and labor 
which an individual producer will buy in the coming period, 
the payments of various kinds which he will disburse, and the 
portion of purchasers’ income that will be absorbed by the 
marketmg of his goods. There must be a law to make su ch 
a dvance reports compulsory . In itself, this is no hardship on 
any entrepreneur, and the data which the entrepreneur will 
be given by the planning board will greatly facilitate reliable 
estimates. But there remains a possibility that an entrepreneur 
would like to change his output or his mode of operation dur- 
ing the period for which he has committed himself, either 
because there has been some change in conditions or because 
he wishes to correct his own calculations. If conditions, impos- 
sible to foresee, have arisen— for instance, if a crop has turned 
out to be smaller or larger than had been expected— the plan- 
ning board will have to admit adjustment without penalt y. 
Again, sa feguards must be established to make deviations e x- 
ceptional, although it may not be desirable to, “fre eze” the en - 
trepreneu r’s plans entirel y. A penal tax, graduated according 
toThe degree of deviation, would probably be the best method 
to confine these subsequent changes to real emergencies. 

® There is, of course, no doubt that subsidies will be necessary for scientific experi- 
ment Even today such subsidies amount to considerable sums in the public budgets 
of all civilized nations The transition to subsidies for the introduction of new com- 
modities on the market would often mean the crossmg of a hardly discernible 
borderline 
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As an important link in his organization, Ezekiel proposes 
the establishment of Industry Autho rities, consisting of repre - 
sentatives of labor an d manag emen t, p^ repr ese ntatives of th e 
consumers and the government . These committees, each for its 
industry, are to work out the production plan and subdivide the 
guarantee of output among the individual firms. Ezekiel is not 
unmindful of the warning example of the NIRA, which dem- 
onstrated how easily institutions of business self-government— 
the Code Authorities— can be made to serve monopolistic pur- 
poses. Yet what he says to show that his own organization 
would be free from this danger is not entirely convincing. It 
is true that the functions of the Industry Authorities in his 
project are more specifically defined and that every industry 
has before its eyes the definite prospect of increased market- 
ing opportunities as an incentive to refrain from restriction. 
Yet the lure of monopolistic profits may sometimes be great 
enough to outweigh these advantages. Then all safeguards 
may prove ineffective; the Industry Authorities, if they are 
dominated by monopolistic tendencies, need not counteract 
the plan— they can influence it in the formative phase. 

The presence of labor and consumer representatives in the 
Industry Authorities does not greatly diminish this danger. 
Consumers’ representatives are, as a rule, not nearly so well 
informed about the conditions of a particular industry as the 
managers, and therefore cannot conduct an argument with 
them on equal terms. Labor representatives may be offered a 
share in the spoils of monopoly, and European experience in- 
dicates that in this way a formidable alliance can be formed 
against the consumer.” 

The reference is pnmarily to German expenence with self-governing bodies in 
the coal and potassium industries durmg the Republican period 
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tions. The difFerencc be t ween monopoly and oligopoly ma y 
not always be great in a market economy, but it wi l l be very 
imp ortant in an economic oirSo: wH^ e the oligopolists have to 
deal not with imorganized consumers , but wiidi one centea l 
a gency rep r e s.eQting.. th e..RHblic. 

The exact legal relationships between the planning board 
and the producing firms could only be discussed in a separate 
essay. The producers would certainly be protected by the gen- 
eral provisions of the federal Constitution against arbitrary 
acts by the planning board, but what specific legal guarantees, 
if any, should be added cannot in all likelihood be finally 
determined before there has been a chance to observe how 
the relationships develop in practice,“ 

^ Moms A Copeland, m his article “Business Stabilization by Agreement,” (Amen- 
can Economic Remew , June, 1944, pp 328-339), has proposed a system of contracts 
on a somewhat different basis. The contracts arc to be concluded by the government 
with individual firms, each of which “undertakes to place an order for an article to 
be delivered or job to be done during a defimte future period” and in return receives 
a bonus either in cash or m tax credit These “defimte period agreements” are to be 
supplemented by two other types of agreement, namely, “stable inventory agree- 
ments,” in which the firms obligate themselves not to liquidate their inventories 
during a business recession and, in turn, receive a government guarantee agamst 
mventory losses and compensation for carrying charges, and “slack period reserve 
agreements,” by which “the subscriber undertakes, m return for a bonus, to have a 
construction or other project ready for prompt activation on, say, three months 
notice” from the government The government would offer enough agreements to 
produce full employment but no boom which would be bound to collapse, if firms 
place excessive orders, not covered by agreements, their overoptimism is to be 
curbed by special taxes and other “mild restraints.” If, on the other hand, the 
stimulus provided by the bonus proves to be msufficient to reach the desirable level 
of production, the bonus might be increased or the gap filled by public works. 

In the Ezekiel proposal, the community relieves lie entrepreneur from a risk 
which, by the very fact that it is eliminated from private calculation, ceases to be 
serious. The government insures the individual firm against losses from large pro- 
duction, and since nobody will then be restrained by such fears, general full produc- 
tion will be attained and losses mmimized. No such element is contained in the 
Copeland plan The sacrifice which the government will have to make by paymg 
the bonus will fall with its full weight on the Treasury There is no assurance that 
an average rate of 4 to 5 per cent of the value of the orders, as suggested by Copeland, 
will suffice to overcome the entrepreneur’s fear of being left with a large stock of 
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One kind of business demands maximum protection as soon 
as the plan is inaugurated. This is the production of goods and 
services which affect the formation of public opinion: news- 
papers and broadcasting corporations. Although the present 
conduct of these firms as private enterprises striving for profit 
is by no means ideal if we consider their function in a democ- 
racy, there is no doubt that the situation would be a good deal 
worse if their policies were determined by the government 
with the deliberate intention of influencing public opinion in 
favor of the party or group in office. Evidently, the effects of 
the most severe kind of censorship can easily be reached if a 
governmental agency is free to decide what physical facilities, 
from newsprint to electnc power, are to be put at the disposal 
of any newspaper or radio station. The planning board, there- 
fore, must be put under an obligation to provide the material, 
machinery, labor, and energy for these plants upon the demand 
of the producers, and the latter, of course, will have to forego 
the advantages of a public guarantee of their sales. The dis- 
turbing effect upon the plan of miscalculations on the part of 
newspaper enterprises or radio corporations is very limited 
and certainly would be a cheap price to pay for so important 
a safeguard against a manufactured public opinion. Even if 
it were found necessary to add the film industry to the list of 
especially protected industries, the situation would not be fun- 
damentally altered. Of course, the firms could and should be 
obligated to submit their physical requirements to the plan- 
ning board sufficiently in advance to minimize the adverse 
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unsalable goods. Thus the Ezekiel model of contracts will probably prove more 
effective and economical than the Copeland model and will be preferable as a basic 
arrangement. The two techniques, however, are not mutually exclusive. “Stable 
mventory agreements” and “slack penod reserve agreements” may well be fitted mto 
a system of sales guarantees and may prove very valuable 
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efEects upon the plan, but not so long ahead that their own 
operations, which need flexibility, would become unduly rigid, 

The planning board and the consumer . — ^The principle of 
guaranteed sales offers a method by w hich a n econom ic plan 
can be put into ^ect with compulsion of the produ cer onl y 
in exceptional circumst^^. Will it be ne cessary to subject 
tEe"cons\mer to compulsion? This question may arise even 
if the planning board reorganizes consumers’ sovereignty in 
planmaking. Suppose the planning board has compiled a 
plan which, except for some educational objectives, gives the 
consumers the goods that they want, to the best knowledge 
and belief of the board. Will it not then be necessary to ensxire 
by compulsory measures that the consumers will really buy 
these goods in the quantities in which they are provided? If 
the planning board was in error, it may seem better to make 
the consumers honor the commitments into which it has en- 
tered rather than to have the plan upset; and if the consumers 
have changed their minds, it may seem best not to permit an 
immediate change in their selection of goods but to make 
them wait for the next planning period. 

If the planning board has provided for a larger production 
of refrigerators and a smaller production of bicycles than the 
consuming public would like to buy, and if prices are calcu- 
lated on the wrong assumption that the plan coincides with 
consumers’ preferences, queues will be formed before the 
bicycle stores and the refrigerator stores will lack patronage. 
Those consumers who have enough time and physical strength 
to stand in a queue for many hours will be the only ones to 
obtain bicycles, which is clearly a very unsatisfactory method 
of selection. A reme dy may be found in changing the price s, 
so that more would be charged for bicycles and less for refrig- 
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eratorSj but in an economy where production is carried on by 
private enterprise this leads to other difficulties. The producers 
of bicycles would make an extra profit, for no better reason 
than that the planning board made a imstake in its original 
scheme and must now remedy it, and the producers of refrig- 
erators would, for the same reason, suffer a loss, which they 
could not be expected to bear themselves. Presumably a tax 
would have to be levied from the entrepreneurs who are per- 
mitted to charge more than was originally provided in their 
contracts with the government, and from the proceeds a sub- 
sidy paid to those who must sell below the precalculated price. 
This arrangement may seem to offer a tolerably good solution. 
One of its advantages would be that it would involve only a 
very mild and indirect form of compulsion, smce it would 
still leave the individual a chance to obtain a preferred good, 
if his interest is sufficiently strong to stand the higher price. 
But it will be very difficult to carry out the price adjustment 
without delay and in such a fashion that the compensation for 
one group is entirely covered by tax collections from the other. 

Price adjustments are not the only way by which demand 
can be div^ed fronTcommodities which are not available in 
sufficient quantities and direc ted to those which are relati^l y 
abundan t. Another method, containing a far stronger element 
of compulsion, is rationing, which may be wholly or partly 
substit uted for bu^s c^petitive bidding in the market e con- 
omy. in its extreme form, a rationing systemwould entirely 
supersede the market machinery and the use of money. In- 
stead of -a universal means of exchange, by which all sorts of 
goods can be bought, the consumer would have in his pockets 
a set of ration cards, each of which would constitute a claim 
for a specific commodity. Since bread cards and clothing cards 
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are not interchangeable, the consumers would have no means 
of expressing their preference for clothing, if they felt that this 
need was undersupplied, and to prevent queues the govern- 
ment could simply reduce the rations to the quantities avail- 
able. The details of this technique have been worked out in the 
First and in the Second World War. It has, so far, been applied 
only to the necessities of liEe, and if it were extended to “lux- 
ury” goods, considerable modifications would in all likelihood 
be necessary. 

However, qui te aside from the inconvenience for the con - 
sumer, there is another very s erious argument against distr ibu- 
tion by rationing in any but emergency si tuati ons, "^th the_ 
disappearance of money from use by consumers, t he ultimat e 
test of ail v alue c alculation would become impossibk. In a sys- 
tem of p lannin g in which money is used the planning board 
has to estimate prices in advance, but ultimately it is up to the 
consumers whether or not they will “ratify” the product prices 
by spending their money on the products in the estimated 
amounts. The willingness of the consumers to pay the esti- 
mated prices proves directly that the anticipations of the plan- 
ning board concerning the utility of the fimshed goods were 
correct, and indirectly, since producers’ goods values were de- 
rived from the anticipated figures for consumers’ goods, it con- 
firms the cost calculations of both the planning board and the 
entrepreneurs. Thus consumers’ sovereignty provides the final 
possibility of control for the whole process of accounting, by 
which production in all its phases is guided. 

If rationing cards take the place of money in the consumers’ 
pockets, an attempt may still be made to maintain book- 
keeping in production with the value of factors and products 
expressed merely in book money, but this would have to be 
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entirely based on the planning board’s estimates of the utility 
of final products. The pl anning board would never be able, 
except through very indirect and inaccurate methods,^ to find 
out if it had read the minds of the consuming public correctly. 
It is unlikely that on this basis an accounting system could ever 
be operated in a satisfactory fashion." 

If the bookkeeping idea is dropped and value calculation is 
entirely abandoned, then the system must suffer from all the 
inadequacies of purely physical planning. Not only would pri- 
vate enterprise become impossible, since money profits would 
naturally disappear with money, but the choice between ways 
of production could no longer be made with any claim for ac- 
curacy in determining the most desirable. Thus it is not- enough 
to say that rationing will restrict the consumers’ freedom, it 
will also reduce very greatly the efficiency of production. 

Since change in previously established prices is fraught with 
difficulties and rationing is inacceptable as a regular procedure, 
what means of correction are available to the planning board 
in the normal course of events, when it discovers mistakes in 
its anticipation of consumers’ preferences ?“ No economy can 

“ The planning board may, for instance, inquire from the stores whether or not 
consumers were more anxious to obtain their quota of socks or of neckties. It may 
also expect to receive complaints or be cnticized in the legislative body, if there is a 
relative undersupply of some goods. But since the cntic has little opportunity to dis- 
tinguish between undcrsupply due to mistakes and undersupply due to irremediable 
bottlenecks of production, the planning board will probably not be able to learn 
much from this criticism, even with the best intentions on the part of the planners. 

If the use of money by consumers is retained m a ratiomng system, the choices 
which consumers make in spending their money no longer express the utility of the 
goods, since the public would like to spend more money on some commodities, if 
It were permitted to do so Consequently, the value figures which are based on the 
behavior of consumers in their expenditure do not ofier reliable evidence for action 
which IS mtended to maximize the uulity of output. 

It has sometimes been maintained that mistakes in estimating demand will be 
of greater importance m a planned economy because there they will be all in one direc- 
tion, whereas in an unplanned economy each individual entrepreneur makes his esti- 
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operate without storage facilities and stocks of reserves to close 
a possible gap between supply and demand for a specific com- 
modity. In a planned economy, in which many developments 
can be foreseen which are unforeseeable without a plan, these 
gaps will be less frequent. But since price changes are more 
diflicult under planning, more emphasis must be laid upon the 
possibility of supplementing from reserve stocks the supply 
of a commodity for which demand is greater than anticipated 
and of putting in storage part of the supply if the demand 
is less. 

Freappntlv. r eserve capacity will have to take the place of 
reserve stocks. From an engineering point of view, it would 
seem ideal to have capacity always iust equal to average de- 
mmdj^ but eco nomically t his would n ot be the best solution. 
F actories cannot be qu ic klv enlarged when additional deman d 
sh iEts to their particular product s, and therefore serious losses 
in satisfaction are unavoidable unless plants are large enough 
to satisfy some supernormal demand. Even for physical rea- 
sons there is need for reserve capacity. For instance, iE milling 
space and transportation facilities were only just able to handle 
an average crop, a part of a rich harvest would have to go to 
waste. It is far better to carry the additional cost of some excess 
capacity in normal times rather than to be helpless in the face 


mate, and mistakes are likely to cancel out This last statement has never been true 
in a general way, for, in the absence of reliable data for calculation, the estimates of 
the individual entrepreneur are very often governed by the sentiment of the “business 
community,” and if they are incorrect, the majonty of mistakes will be of the same 
kind. With increasing concentration of business, which means concentration of de- 
cisions m a few hands, the chances for the cancelmg out of mistakes have been further 
reduced Whatever chances of that kind remam must be weighed against the possi- 
bility which the plan offers of substituting calculation for guesswork. Moreover, 
decisions of the planning board are, of course, not one man’s decisions. Many mmds 
will have to cooperate in an estimate of any importance, and the errors of one mdi- 
vidual are not likely to have any great mfluence upon the result 




102 Theory of National Economic Planning 

of unforeseen developments. In a plaimed economy, the dan- 
ger of underestimating the unforeseeable and committing the 
naistake of “irrational rationalization” is perhaps greater than 
in an unplanned economy, where the limitations of foresight 
are more obvious. 

With the aid of reserve stocks and storage and with some 
possibility of price manipulation, the need for outright com- 
pulsion in the form of rationing or in any other form can 
be confined to exceptional conditions, and powers for such 
measures should be granted to the government only when an 
emergency arises. Yet it is worth while to consider some of 
the exceptional situations which would justify a system of 
planning in which rationing would be substituted— partly 
or wholly— for money as a means to distribute the goods. 

Smce planning without the use of money (or. with money 
i n alubbfdi nate role only) means the abolition of consumers’ 
free choice juidj fortiori of consumers’ soyerei^^, and s ince 
without consumers’ freedom a p lan is ess entially reduced to a 
physical schem e, s uch planning will be suita ble o nly for situa - 
t ions where physical possibilit i es and necessiti es alone must b e 
c onsidered in order to arrive at thej^ight decison of ^at ought 
t obeproduc gd. This will be true, first, when the satisfaction 3 
consumers is not an end in itself but a means to an end. In an 
army, for instance, the purpose is not to give the soldiers the 
food and lodging and clothing that they would like best, but 
to satisfy their physical needs so that they will be able to beat 
the enemy. Therefore, the soldiers’ “ration” can be determined 
largely, although not entirely,“ by the judgment of army died- 

“ Although consumers’ freedom is actually abolished in the army or restricted to 
such peripheral fields as recreation, it would be wrong to believe that the existence 
of that freedom in our economy has no influence on the soldiers’ way of living In 
determining the kind of food and shelter which soldiers should get army authorities 
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tians about the necessary vitamins and elements of nutrition, 
without regard to subjective preferences. Second, physical 
needs prevail in a state of poverty. In parts of the world reduced 
to semistarvation, there will be little use in maintaining a 
machinery for choice between radios and refrigerators. The 
merely physical considerations of what is necessary to sustain 
life and of the means by which the primary necessities of life 
can be produced and transported to the places where they are 
needed will then supply all the data required for decisions. 
A suppleme ntary syste m of rationing, superimposed up on a 
monetar y economy, becomes necessaryin times of war to the 
extent that a nati on’s c ondition resembles eithe r tha t of S ight - 
ing soldiers o r comp^ative pov«ty. 

There maylje instances when the planning board has tem- 
porarily lost its bearings and is unable to make reasonable 
estimates about consumer behavior in the coming period, so 
that rationing may be necessary as a stopgap. This contingency, 
although hardly important in itself, illustrates a significant 
fact. The necessity of compulsion in executing a plan arises 
mostly, if not entirely, from lack of foresight in drafting the 
plan. The more thoroughly and comprehensively the planning 
board collects and analyzes the data, the more clearly it can 
foresee the effects of the individual measures which it pro- 
poses; it will therefore be less likely to make mistakes and it 
will be better able to avoid measures which would forcibly 
prevent either consumers or producers from following their 
natural reactions to the provisions of the plan. Thus compre- 
hensiveness in planning is not only, as has been stated previ- 


have always realized that they have to take the consuming habits o£ the men into 
account, and these habits were formed in an environment where the men were free 
to spend money mcome according to their preferences. 
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the coexistence of socialism and economic planning in the only 




Yet certainly this coincidence cannot be taken for sufficient 


evidence that an economy has to be socialis ti c if it is to b e 
planned . Are there better arguments to support the thesis .? 

In the preceding analysis of plan execution it has been sug- 
gested that the plan should be carried into effect through nego- 
tiations between the government and private firms. This is 
unavoidable if private enterprise is to exist in more than a 
formal sense in an economy under government guidance. Yet 
these negotiations will take time and effort which an abolition 


of private enterprise would save. It is therefore possible to 


socialization as a step to increase efficiency. 


Another argument for the desirabihty of socialization is the 


disadvantage of divided responsibihty for the success oftEe 


plan. Costs, for instance, may be higher than the planning' 
board estimated. Perhaps the planning board has committed 
an error; on the other hand, it may be that the producer firms, 
or some of them, have been negligent or incompetent in organ- 
izing the production process. The representatives of the people 
may not be able to distinguish between these possibilities! 
clearly enough, and fruitless controversies and wrong deciJ 
si ons may be the consequenc e. 

Finally, not all the private entrepreneurs may wish the plan 
to succeed, and some may dehberately act as wreckers. It is 


very difficult to judge the likelihood of a serious attempt of that 
sort, smee much depends on the political atmosphere in which 
the plan is started. Certainly the government needs resolution 
and a firm hand, and any plan will collapse unless a majority 
of voters stand determinedly behmd it. But given these condi- 
tions, there is every reason to assume that an attempt at sabo- 
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tage can be defeated. The position of the owner in modern 
society is not an impregnable fortress from which a successful 
attack can be made to frustrate actions of the community. On 
the contrary, in a society of equal suffrage, where the majority 
of the voters own litde, those whose economic position is based 
on property are safe only as long as their fellow citizens remain 
convinced that the exercise of property rights is in the interest 
of society as a whole. It is true that the owners of small prop- 
erty very often attach an importance to their holdings out of 
all proportion to what the latter contribute to their standard 
of hving, and this has often worked out as protection for the 
large owners. Yet iE big business were ever to make a concerted 
efiFort to wreck a stabilization plan, the chances are that its 
property rights would not be preserved. 

The right to invest mone y in an undertaJdng and emplo y 
others m its operation cannot be counted among those dem o- 
c radc rights which must be protected for their own sake; nor 
rnust the superficial analogy between the free compeStioh of 
ideas for majority support, which is a true characteristic of 
demoaacy, and the competition of enterprises for the market, 
which is characteristic of capitalism, mislead us to the assump- 
tion that the former cannot liye without the latter. From a 
democratic point of yiew , the j ustification of priyate en terprise 
must not be sought in what it mea ns for the owners orman- 
agers of large enterpri ses b ut in w hat it does for the masses, 
parfi oilarly for the co nsumers. 

What we may haye to fear, if priyate business is retained in 
a system of planning, are some inconyeniences and delays and 
greater inequality of income than might otherwise exist; what 
we may hope for is an easier acceptance, an effectiye check 
upon the plan, a greater diyersity of the sources of economic 
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progress, and, so far as small business is concerned, greater 
consciousness of freedom for a considerable number of people. 
Even if the small shopkeeper does not, in general, lead a much 
more independent life than the wage earner, he feels freer, and 
this subjective factor is an important social asset. On the whole, 
the advantages of preserving private enterprise in this period 
of history seem far greater than the price that must be paid in 
terms of difficulties, at least in the United States. 

It is impossible to foresee the fate of independent private 
entrepreneurs in the more distant future. Although a planned 
system offers greater possibilities of rationalizmg even small- 
scale enterprise, technical progress may be of such character 
and speed that in any economic order the small concern has to 
give way. The future of large-scale private business is even 
more a matter of historical specula tion. 

The existence of the economic plan greatly diminishes the 
guesswork which the entrepreneur has to imdcrtake. It makes 
his function less adv enturous an d thus it becomes less a matter 
of intuition and niore strictly a matter of calculation. The plan 
detracts from the role of the large entrepreneur as a pioneer 
of economic progress, because the initiative in experimentation 
with new commodities or new methods of production, and for 
economic expansion in general, will be largely transferred to 
agencies of the community. But the entrepreneurs will have 
an important part in the formation of the plan itself, and still 
more in the system of checks by which the execution of the 
plan must be controlled. In negotiating guarantee contracts 
with the government, the owners of large enterprises have 
ample opportunity to compare the provisions of the plan with 
their knowledge of business and to call attention to mistakes. 
The entrepreneur is the first to notice any discrepancy between 
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the demand for his products as estimated in the plan and the 
real demand on the market, or any deviation of costs from the 
preestimated amounts. No one can tell now if the advantages 
will prove to be so great m the long run that the people will 
consider large-scale business worth preserving. But there is 
neither need nor good reason for any decision on this problem 
before history has furnished more facts. For our own age, 
planning is a great enough task without change in the system 
of ownership.” 

T he establishment of a nationa l plan will not revolutionize , 

I but it will modify, the technical aspects of business . Relations 
between supplier and customer firms will still be governed by 
contracts, but their transactions will be of a different character. 
Since all large firms will have bound themsdyes with respect 
to the maximum price for their products, price bargaining will 

Some economists may perhaps object to the term “preservation of private enter- 
prise” as mdetermmate because of the vagueness of the property concepts on which 
It IS based There is no doubt that the concept of private property has undergone a 
great many changes in the course of history, and for the last decades most of them 
have been in the direction of mcrcasing restrictions imposed upon the freedom of 
the owner in the mterest of the community As far as plannmg involves a shift of 
decisions from the individual property owner to communal organs, it is in Ime with 
this trend. 

One of the recent developments of great importance for the concept of property— 
an importance which has hardly been realized to its full extent— has been the regu- 
lation of foreign exchange smee 1931, which affected not only bank accounts and 
securities but all sorts of revenue-bearmg property In some totalitarian countries 
emigrants were not permitted to retam even their personal property When Sudeten- 
land was separated from Czechoslovakia, the removal of factory equipment— “in- 
stallations”— was explicitly forbidden, and this prohibition was sanctioned by the 
British government Thus a sort of superproperty of the state over all private property 
within Its boundaries has been established Perhaps more remarkable than the re- 
strictions themselves was the relative complacency with which they were accepted 
outside the countries of their ongin. Of course, during and after the war the spolia- 
tion of individuals became even far more frequent. 

The weakening of the belief in an absolute right of property, the growth of the 
idea that property rights must not stand m the way of what is (rightly or wrongly) 
believed to be the mterest of the community, has been closely connected with the 
experience that property is agam, as it was m penods precedmg the epoch of laissez 
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form only a minor part of the negotiations between suppliers 
of capital goods and their customers. Competition, in the main^ 
will no longer find its place in the negotiations between firm 
and firm but in the bids which the firm will submit to the 
planning board. 

Labor Arbitration 

The price of labor, like other prices, must be e stimai-pd in ad - 
vance by the planning board . Yet this price is not merely 
dependent on statistically ascertainable c onditions governing 
s upply and demand, bu t— at least in the short run— is also a, 
pro duct of soc ial power, resulting from con ditions o utside t he. 
market.i This is also, to some extent, true of other prices, butj 
factors such as public opinion or the tactical advantage of one 
political party over the other or the psychological at mosphe re 
in th^ai^s of the sellers or of the buyers have a g reater in- 
fluence on wages th an on the prices of machines or of steel. 
Unless a means is foimd either to contr ol or to calculate these 
influenc es in advance, the provisions of the plan may easily 
be upset by the unexpected strength or weakness of labor in its 
dealings with management, and the community may be faced 
with the choice of abolishing either private wage contracts or 
planning. 

faire, greatly dependent on community action for its utilization and the maintenance 
o£ Its value. This is evidently true of real estate; not only the degree of police and fire 
protection offered by the local community, but also its road-building policy, the 
parks and recreational faalities which it provides, the schools which it mamtams in- 
fluence the value of the lots within its limits Similarly, the value of industrial plants 
becomes more and more dependent on governmental monetary and credit policies, 
governmental arbitration of wage conflicts, and so on. 

The need for a plan is another expression of the dependence of individual effort 
on communal effort A plan which is not carried out with legal compulsion does not 
take away any property right— the owner’s right to do with the objects of ownership 
as he pleases But the right means something different when the ways in which it 
can be profitably used are no longer determmed by the anonymous forces of com- 
petition but by a social agency. 
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Even in our present economy, which is almost entirely based 
on private contracts, experience has led to the eliTnitiartnn nf 
m any un ce rtain ties in w age movements. I n an ever-increasing 
number of industries collective agreements between trade 
unions and employers or employers’ organizations determine 
in advance the wage rates or the way in which they are to be 
adjusted. If the planning board can convince both sides that 
it is to their interest to embody in their agreements that wage 
which the board has found to conform to the expected develop- 
ment of conditions, the way would be open to an optimal 
solution. But so much wisdom can hardly be expected. The 
stronger group is unlikely to forego its advantage, voluntarily. 
There is no assurance nor strong probability that contracts 
will fix wages right at the objectively desirable level. 

Fortunately, it is not necessary for the effecti ve oper ation of 
a plaimed syste m t hat wages be ex actly on the 1^1 which th e 
economic theore^ian would_desigiute as c orrect. It will be 
possible for the planning board to adjust the other elements of 
the plan to wage^wWch ^ either^QmewhaJ:taQJugh.o r some - 
what too low . If wages are too high, there will be a tendency 
toward tmemployment, and the planning board will have to 
withdraw some of the labor supply from the market. The labor 
day may be cut down more than the individual worker might 
desire, or compulsory schooling may be provided for young 
people at an age at which they would otherwise seek employ- 
ment, or the retirement age may be advanced, or vacations 
increased, or military or public labor service introduced or 
extended. If, on the other hand, the wage fixed is too low, a 
great competition of employers for labor must be expected. 
If this competition is permitted to raise die wages of workers 
above the level established by the collective agreement, the 
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problem will disappear.” But if the employers, through an 
agreement among themselves, prevent competitive bidding 
for labor, luck will determine which employer can obtain the 
services of needed workers. This will detract from the average 
efficiency of labor and will create some disturbance in the exe- 
cution of the plan, but partial adjustment may be sought by 
lengthening the working day in those enterprises for which 
enough labor cannot be obtained. 

Yet these expedients will not save private wage agreements 
under planning unless three condit ions are s atisfie d. First, the 
parti es to an ^e^ent _must permit_litemselves to be dis - 
su aded f rom insisting on wages that ^re (^ither e xcessive ly high 
or excessively low. Second, the planning board must be advised 
of the a^eed^wage f pr a sufficient time in ad’^ce so that the 
necessary adaptations can be made. Third, there would have 
to be effective safe guard s against labor disputes at the expira- 
tion of agreements. A major sttike or lockout, quite aside from 
its outcome and merely through its effects on production, 
might well upset any plan. For this purpose at least, a machin- 
ery of government control is necessary, which can be used 
when the parties fail to agree and which, moreover, will by its 
existence prevent excessive use of power by one group. 

A planned economy needs agencies by w hich labor conflicts 
can be arbitrated. The arbitration boards n eed not have un- 
conditional powers of compulsion, but they must be able to 
impose an award whenever conflicts threaten to become too 
destructive, either through their magnitude or their frequency. 

It must be remembered that collective wage agreements, as wc know them, only 
prevent the employer from paying less than the agreed wage, but do not prohibit 
him from pa3nng more Therefore, it is legitimate for an employer to add to his 
working staff in times of labor scarcity by ofiFcnng higher wages to workers in the 
service of other employers, unless there are spcaal regulations to the contrary 
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to permit the orderly execution of the plan. That such boards 
are no innovation is known to every student of social history. 
Arbitration agencies with powers of compulsion existed not 
only in fascist countries but also in pre-Hider Germany with 
its extremely democratic constitution; they also exist in demo- 
cratic Australia and New Zealand. In the United States and in 
many other countries the right to strike is restricted in fact 
if not in law, even where no capitalistic bias dominates the 
government, simply because the public cannot look dispasaon- 
atelj_uppn jmxlabffrconfli<ajQ£maiQLhnportance. If there is 
no resort to more drastic measures, at least public opinion is 
mobilized against the group which refuses arbitration, and this 
pressure is often irresistible. The present American system 
of a legal right to strike, which can be restricted by extra-legal 
means at the discretion of the national administration, of a 
governor, and sometimes of a chief of police or a city council, 
offers less guarantee of fair treatment to labor than a system 
of semicompulsory arbitration such as would be required for 
the execution of a national plan. 

Whenever arbitration boards settle labor conflicts, they will 
have to impose a wage levd that i s as clo se as possible to th e 
economicall^^y correct one. The economically correct wage is 
not necessarily, or even frequentiy, on the same level with 
the marginal productivity of labor. It is desirable to keep the 
wage moderately above that level to provide an extra stimulus 
for saving wages by technical improvement. Unemployment, 
which would otherwise result from a wage exceeding the mar- 
ginal productivity of labor, must be counteracted by indirect 
“job-rationing” through a short work week, and so on. 

Even aside from the desirability of making wages approxi- 
mate their economically correct level, there are very great tech- 
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meal difficulties, which stand in the way of any other policy. 
Like every court, the arbitration board, which is by the very < 
nature of its function a judicial or semijudicial body, must 
know- the law on which its d ecisio ns are to be base d. The con- 
ditions which economic theory establishes for optimal output 
are sufl&ciently definite to form the content of such a law, and 
there is no other workable concept of which this would be 
true. In unplanned economies, where the need for social arbi- 
tration has also been keenly felt and the optimal wage is so 
difficult to ascertain, arbitration boards have experimented 
with the concept of the “li ving w age,” but this is not a satis- 
factory solution. There is no point in trying to keep the general 
wage level of a country at a height which we think is decent, 
if by that attempt we force a great many people into unem- 
ployment with a standard of living still much further from 
decency than that of ill-paid workers." On the other hand, if 
economic conditions permit a wage level which exceeds what 
we, under the influence of tradition, consider the minimum 
level of decency, why should not the workers receive the 
higher wage.? Th us arbit ration boards should be instructed 
to set the wage as high as the industry can be^ without ffis- 
charging more workers than can he absorbed in anotherjn- 
dustry, without an excessive, degree, of “jqb. .rationing.” In 
either an unplanned or planned economy, this is the only 
workable rule, but without a plan, the board can only guess 
the rate which industry is able to pay, and consequently its 
decisions are not only subject to error but also lack authority. 
It is for this reason that arbitration boards so often fall back 
upon the expedient of simply splitting the difference between 

“ The concept of a living wage may very usefully be applied if it is not a question 
of changmg the general level of wages, but only the wage of one industry that was 
working under sweatshop conditions 
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what workers demand and employers are willing to give. Ob- 
viously, this bad procedure must in the long run ruin every 
arbitration system under which it is practiced. The necessity 
of arbitrating labor disputes, which is becoming more urgent 
every day, is one of the forces driving us toward a system of 
full planning, since only in such a system are the commands 
of economic reason sufficientiy imequivocal to afford a b^s 
for the settlement of social conflicts^ 

Choice of Occupation 

Our discussion of the possible conflicts between the require- 
ments of planning and the economic liberties of the individual 
is still incomplete. We have spoken of freedom to own, free- 
dom to consume, freedom to strike, but this still leaves out 
freedom to choose an occupation and freedom to save. 

F ree ch oice of occupation can be maintained in a planned . 
system at the price of admitting wage differentials, just as in 
an unplanned economy. It is not to be expected that the natural 
inclinations of individuals will furnish aspirants for different 
vocations in exactly the proportions in which they are socially 
needed, but t hrough the p rem mm of greaterjeajriiiiigs ps2plc 
can be attracted to a tra^e or profession which ot herwis e would 
^nothave been tiic^ 6x^ chftic^^^d though t^jdeterrent of 
low r^^d Aey can_be kept away from acti viti es .which they 
would,have_prefeiTed ff, die. earning opportunities hadJaeen 
equal. However, there will probably always be some occu- 
pations which are so attractive that overcrowding must be 

^In the words of Barbara Wootton {Freedom under Planning, p, 119), planning 
substitutes “arbitration by rational principle’* for “arbitration in a void.” . . whereas 
a Trade Union which is asked to negotiate, not m order to get the best possible 
terms for its members, but so as to keep wages m harmony with some predetermined 
pattern, finds the sense knocked out of its position, an arbitrator might well find 
that such guidance would for the first time put sense into his” (p. 114). 
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prevented by other means than low compensation, since there 
is a minimum under which the latter should not be permitted 
to fall* In these fields res tricted admission to schooling and , 
severe exa m inations wdl have to be used, as they are used today. * 

As far as occupational plans are concerned, it is again ex- 
tremely important for the planning board to be informed of 
the intentions of individuals at an early date. If the plan ning 
board rece ives j&is information sufficiently in advance tqjn- 
fluence the individual’s final decisions by changing the scale 
of e^nings or to adjust the plan to the use of abundan t labo r 
in on,e type of production and tpfabor shortage in ano dier. r e- 
striction of choice can be kept to a minimum£_again, coercion 
is only needed to correct situations which lack of foresight has 
permitted to aris^’ Fortunately, the necessity of choosing an 
occupation fairly well in advance is evident to everyone, and 
thus the planning board will have no great difficulty in ascer- 
taining the number of aspirants for all types of work. Although 
some persons may wish to change their plans later, these 
changes will rarely, if ever, be so frequent and so one-sided as 
to create serious difficulties for the execution of the plan. ^ 

Freedom to Save and the Rate of Interest 

The value plan, as has been pointed out, must contain a cal- 
culation of incomes. But it is not enough to know how much 
people earn and how, as consumers, they will distribute their 
ipurchasing power among the various commodities. It is also 

“ The compensation for medical services, for instance, cannot always be kept as 
low as would be necessary to deter enough aspirants from becoming doctors, for a 
badly underpaid physician might be driven into malpractice and miglit therefore be 
a public danger. Thus the present policy, in the United States and some other coun- 
tries, of restricting die admission to medical schools is defensible and may have to 
be continued, although it has the great disadvantage of working m a mechanical 
(and sometimes m an undemocratic) way. 
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essential to know how much they will withhold from con- 
sumption and whether this amount will be equal to the value 
of the capital goods which are to be produced if the plan is 
followed. Approximate equality between money saved arid 
money invested*^ is on e ot the p resii:ip^sitinns-nf..a. smoothly 
working plan;, and it may_well be asked wh ether this conditio n 
caiTEe satisfied if people ar e fr ee to spend or to save as the y 
please . 

In a planned system, oversaving, as well as undersaving, may 
be underst po^ in either a short-term or long-term sense. In 
the It means that more or less is being saved during 

the current planning period than was anticipated when the 
plan was made; in the lattCTsense the term refers to an ex- 
jpected excess or deficiency of savings which is contrary to the 
totentions of the planning board for future planning periods. 

Short-term oversaving presents t wo problems. First, it cre- 
•^ates a deficiency in opportunities to invest funds. Ordinarily, 
savmgs would have to be used for the purchase of real assets, 
and, with the sums saved exceeding the estimate, the produc- 
tion of such assets as provided in the plan is not sufficient to 
absorb the sums which savers wish to invest. Therefore, some 
of the funds will have to rest idle for the remainder of the 
p lanning period, and the interest will have to be paid from 
general reserves, or some flexible interest rates will have to be 


^ For reasons of space it is impossible to discuss m any detail the famous proposi- 
tion of Keynes that the two amounts are necessarily equal This proposition rests ^ 
a set of definitions and assumptions which this writer, like some others, does not 
believe to be useful (For a criucal survey of the controversy see Howard S Ellis, 
“Notes on Recent Business Cycle Literature,” Remeu/ of Economic Statistics, 1938, 
pp 1 1 1 ff ) In choosmg these definitions and assumptions— in particular, by assum- 
ing the economy to be “lagless” )— Keynes obliterates his own arguments 

against the fallacy “that any individual act of abstammg from consumption neces- 
sarily leads to, and amounts to the same thing, as causmg the labour and commodities 
thus released from supplying consumption to be invested in the production of capital 
wealth” (^General Theory of Employment, Interest, and Money, p 19) 
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lowered so that the return frona the invested portion of savings 
will suffice to pay interest on the whole. (However, the rem- 
edy is not apphcable on a large scale, since variability of interest 
must be strictly limited if the whole system is not to become 
unstable.) Second, short-term o versavi ng c reates a suiplus of 
consumable g oods , which the public has failed to take ouTof 
the market and which the government will have to take over 
under the sales guarantee, unless it prefers to compensate the 
entrepreneurs by money payments for their loss. If the surplus 
consists of ordinary necessities of life, the government will not 
find it difficult to use the goods with some advantage— a human 
if not a fiscal advantage— since it has to provide for the subsist- 
ence of a considerable number of people— such as soldiers, in- 
mates of institutions, the poor— and it may add to their dietary 
and clothing. The articles of more refined consumption are 
largely of a durable or semidurable character, and they can be 
stored and their disposal spread over a longer period of time. 
Any such surplus disposal, of course, involves financial loss, 
but hardly of a magnitude that would He heavy on a modern 
economy which makes full use of its resources. 

The effectiveness of the remedial measures may be increased 
by the methods of financing. The government can provide the 


p ublic loan s, bu t it may well prefer to increase th e taxes on 
the most saving-minded part of the population, namely, the 
^per cl asses, and thereby depress the current rate of ming. 


ax measures would also provide a possible method of correct- 


ing short-term undersaving: they would then have to alleviate 


the burden on the upper classes and lay taxes on mass con - 
sumption . but aside from s ocial objections to such a policy, it 
may be doubtful if the ef fect w ould com e quickly enoug h, and 
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therefore, it will, as a rule, be preferable to take the physical 
resources which are needed for the scheduled amount of capi- 
tal production from reserve stocks, to be paid for from reserve 
funds, so that changes in taxes to correct the deficiency in 
saving become unnecessary. In extremity, the government may 
have to resort to temporary rationing in order to free resources 
forAe amount of expansion provided by the plan. 

Long-ter m oversaving or undersaving me ans a conflict of 
mtentionTBetweaid^ planning board and the individud. If 
Ae planning board is not backed by Ae political representa- 
tives of Ae public, Aere is no reason why its intentions should 
prevail m a democratic state. If Ae board finds suA backing, 
and sAl individuals do not save as much as necessary for Ae 
execution of the plan, Ae cause r pust be a conAct between 
social and individual jime prrfere nce. In these circumstances 
Ae efiects of undersavmg can be corrected by taxing Ae pub- 
lic, wiA Ae proceeds to be loaned to public or private entre- 
preneurs who wish to expand, and Ac measure will be most 
effective if Ae tax burden is laid on Aose in Ae population 
wiA Ae least propensity to save, alAough this again may be 
unacceptable for social reasons. As an alternative, the govern- 
ment may induce its citizens to save more by offering a higher 
rate of interest (on its own or on private borrowings) and cov- 
ering Ae difference between this rate and Ae return from Ae 
investments by Ae proceeds of taxation. This meAod, how- 
ever, is not generally applicable because Ae public does 
ilways respond to higher interest rates with an increase in 
|savings.*! 

^ See Gustav Cassel, 'Theory of Soctd 'Economy, trans by S. L Barron (New York* 
Harcourt, Brace, 1936), pp. 238-239 His arguments are presented in many text- 
books Robert Mosse, m bis very interesting article “Planned Monetary Economy** 
in Annals of Collective Economy (Geneva, 1941), considers the financing of invest- 
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Lo ng-te rm oversaving c^taidy not be an impor^t 
problem in planning. Whatever individuals wish to save will, 
under ^ but exceptional conditions, be less than what the 
planning board will wish to use for improvements of produc- 
tion techniques— a clear consequence of the e xcess of individ - 
ual over social time preference . This would be different, of 
course, if a point could be reached at which possibilities for in- 
creasing the future national income by producing more or 
better equipment in the present had become scarce, so that 
stagnation would be an inescapable fate. Then, even a planned 
system would be exposed to the danger of oversaving and 
might have to resort to appropriate taxation as a remedy. 
Heavy death duties would in any event offer a final solution, 
since they would transfer the accumulated savings into funds 
for public consumption, and the resulting problems of public 
ownership— for rigorous limitation of private inheritance leads 
inevitably to the acquisition of business interests by the com- 
munity— would be more easily soluble in a planned system, in 
which private initiative does not have the same significance 
as in an economy without a plan. In the period of transition 
before the death duties became fully effective, an adequate sup- 
ply of money could be maintained by credit creation for public 
spending, and the plan would give the data needed to deter- 
mine the magnitude of these operations. The lack of demand 
for loans would probably reduce the rate of interest to zero, 
v^hich would further ease the problem because it would reduce 


mcnt by borrowing preferable to financing by taxation, because the former method 
has the advantage of reduemg “to the minimum the people’s sacnficcs^by allowing 
them to choose the moment to spend theu: incomes He who accepts to delay his 
satisfaction would receive a monetary payment for this particular type of effort” 
(p 28) Moss 4 does not, at this point, take mto account the complication arising from 
the difference m time preference between the commumty and the individual. 




120 Theory of National Economic Planning 

that type of income from which the largest portion is saved. 
Adjustments in the plan would, of course, be necessary. The 
plannmg board would have to take mto account the high 
spendmg power which, under the circumstances, people* in 
advanced years would possess as a consequence of previoiis sav- 
mgs and would use liberally because they could not transfer 
much of the money to their children. The board would have 
to provide an adequate supply of goods fit for the consumption 
of older people, and also for public consumption. 

Yet these are merely hypothetical considerations, for— in the 
opinion of the writer at least— mankind is unlikely to exhau st, 
w ithin the next centuries, its technical opportunities for t he 
advantageou s inves tmen t of all it c^s;^e— bar rmg a d evelo p- 
ment of atomic-fission technique that ^ould lead u s into a 
true econmnyliF abundince. Although no absolute proof is 
possible, existing and prospective uses for capital will probably 
suflSce even if the rate of saving should increase as a conse- 
quence of a greater per-capita income, which we may well ex- 
pect of successful national planning.lfjrThe rise in the rate of 
saving, moreover, is by no means a certainty; the calculations 
of William J. Fellner show that in the past the secular upward 

“ Protestmg the idea of Mordecai Ezekiel and myself, that “the markets would be 
forthcoming if a sufficiently large part of the economy were mduced to expand 
output . because the firms arc each other’s markets,” Abba P Lerner raises the 
objection* “Here agam there is the complication that as output and national mcome 
increase, saving also mcrcases, so that demand increases less than supply If there is 
an mcrease in investment sufEcient to make up for the mcrease m saving all will be 
well, but such an increase in mvestment is not guaranteed ” (“An Integrated ]^1 
Employment Policy,” p, 190 ) Dr Lerner does not, of course, believe that planning 
is caught in an mescapable vise between underemployment and oversaving, but he 
does contend that special measures of fiscal policy to maintam a sufficient rate of 
spendmg will always be of prime importance Statmg that Dr Ezekiel and I, although 
we have not rejected such measures, refuse to regard them as the most important 
tools of economic stabilization. Professor Lerner protests “the relegation of this 
matter to a kind of footnote.” The text above will make it clear why I find it im- 
possible to change the “footnote” character of my approval of deficit spendmg and 
similar means. 



The Execution o£ the Plan 


I2I 


trend in national incomgJiaiJlQtiarQiight about a red uction 
of the propensity to consume , which is the reciprocal of the 
propensity to save As Professor Fellner points out, his results 
do* not disprove the thesis, well established from household 
budgets, that people with hig her incomes save more than p en- 
ple with lower incomes do in the same society and at the same 
time. “The reaction of income recipients,” he writes, “to an 
increase in their incomes may well depend on whether the 
notions of the community on the ‘standard of living’ are given 
or whether they are changing. ... For this reason, the marginal 
propensity to consume is likely to e^bit ^ entirely different 
behavior for a simultaneous comparison of various income 
groups on the one hand, and for an historical comparison of 
various periods on the other,”” For the effects of a transition 
from an unplanned market economy to a planned system, or 
of an improvement in planning once it has been established, 
the historical comparison would ofiEer far better guidance than 
the analysis of contemporaneous conditions. 

The assumption that objective opportunities for investment 
will be available docs not setde the oversavings problem en- 
tirely. It might still be argued that people will fail to take full 
advantage of these possibilities and that therefore government 
spending will always, or very frequently, be required to secure 
an adequate amount of total expenditures. The Keynesian 
denial that interest can equilibrate investments and savings 
can be made the basis of such a theory. Following this line of 
thought. Dr. Lerner criticizes Dr. Frank D. Graham” and this 

^ WilUam J Fellner, Monetary Fohetes and Full Employment (Berkeley: Univer- 
sity of California Press, 1946), pp 55 flF. 

Ibid t pp 61-62. 

See his article “Full Employment without Public Works, without Taxation, 
without Public Debt, and without Inflation,” in Planning and Paying for Full Em- 
ployment, 
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writer for putting “so little emphasis on the possibility of too 
low a total rate of spendmg” and he finds the reason in the 
fact that we “revert to some remnants of a classical theory of 
interest. According to this classical theory an excess of saving 
over investment lowers the rate of interest and in this way re- 
stores full employment equihbrium by discouraging saving 
and encouraging investment. Modern theory has shown that 
this does not happen except as a result of a long process of de- 
pression, which would almost certainly destroy our form of 
society long before it reduced the rate of interest.”*' According 
to the Keynesians, liquidity preference will hold the rate high 
until incomes have shrunk, and then discouragement resulting 
from the reduced absorptive capacity of the markets will for a 
long time offset whatever favorable effects the eventual drop 
in the rate might have upon investment. It is unnecessary to 
discuss here the strong and weak points of this theory in an 
economy of unplanned capitalism. A Keynesian, if asked what 
causes the fluctuations in investment, considering that they are 
not supposed to reflect changes in the rate of interest, would 
certainly answer: changes in the marginal efficiency of capital, 
that is, in the expected chances of selling future products 
profitably to consumers. The existence of a plan of econ omic 
development will give the entrepreneur a much higher degree 
of certainty in judging the profitability of contemp latedmvest- 
ments, and even more so if sales guarante e c ontract wer e 
sufficiendy extended into the future to cov er the ma rkets offfie 
goods the pr oduction of vffiichwili eventually result fr om the 
investment.” Even from the theoretical position of Dr. Lerner 
and of the Keynesian school the problem of o versaving jnust 

Lerner, ”An Integrated Full Employment Policy,” p 190. 

Sec above, pp 81-82. 
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lo se much of its for mida b leness in a 4 )lanned ecpnom^What- 
ever may be true of the present-day market rate of interest, 
the calculation rate of a planning board will certainly not be 
determined by liquidity preference in the Keynesian sense. 
The effec t of cha nges injhe calculation rate ujpon uivestment 
c anno t be doubted^ for this rate indicates the degree in which 
the board is willing to provide for material and man povrcr 
nee^E3~Td f~exp insldh' aiid Improvement of the production 
apparatus and to take other steps to assure the profitabilityof 
thFprojectsT c<mcerned. 

"Even if it is recognized that a planned economy would not 
know a general tendency of investment to lag behind saving, 
there may still be misgivings about the effects of “rigidities.” 
Today monopolistic restrictions often make socially useful in- 
vestment improfitable for the individual entrepreneur. Might 
not the same be true in a planned economy, and might not this 
factor create an excess of savings over investments? 

In the previous discussion of monopoly dangers it has been 
explained how a planning board would have to deal with 
“rigidities.” These methods may not succeed in eliminating 
all monopolistic features from the economy, but they can be 
trusted to prevent obstruction of investment outlets on so large 
a scale that savings would be forced into idleness. Any monop- 
olistic restriction of output in capital-goods industries reduces 
the rate of return that can be expected from additional money 
capital, but this wiU not lead to the accumulation of idle sav- 
ings as long as the rate of return can be kept above the mini- 
mum rate of interest at which the banks or the public are 
w illin g to part with cash. The rate of return for additional 
funds depends on the relative importance of the investment 
outlets that are still free from monopolistic restriction, for if 
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all additional savings must be invested in a few fields, their 
yield is bound to fall very rapidly. If, on the other hand, con- 
trol of monopoly can keep a large part of industry under 
conditions approximating free competition, additional savings 
can be invested without much depressing the rate of return, 
and the chances that this rate can be prevented from fallmg 
below the mmimum rate of interest are far better. 

The minimum rate of interest that prevents hoarding is 
determined by two factors: the cost of loan management and 
liquidity preference. (The question of hoarding arises only 
where funds are withheld from consumption and investment. 
Therefore time preference, which is preference for present as 
against investment, has no influence at all on the antihoarding 
minimum rate.) It is certain that banks cannot afford to lend 
funds to investing entrepreneurs unless the interest compen- 
sates them for administrative expenses and risk. The long- 
term mfluence of liquidity preference is controversial, and 
since it is impossible here to enter into a discussion of that 
controversy, the author can only state his opinion that liquidity 
preference is not a determinant of the rate of interest in the 
long run. To prevent long-term hoardmg it will sufi&ce iE con- 
trol of monopoly keeps the rate of return on increments of 
invested capital above the cost of loan management, in the 
improbable event that profits from new investments should 
show a tendency to fall below that modest level. Short-term 
hoarding is a product of economic uncertainty, of the danger 
of misfortunes against which cash reserves are held, and of the 
possible .emergence of unexpected investment opportunities 
for which ready cash can be used with a high return. Since 
planning minimizes uncertainties, short-term hoarding by 
savers is bound to become insignificant 
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Since the community has effective means at hand to correct 
the consequences of oversaving or undersaving if they become 
dangerous to economic stabihty, it will not be necessary for 
the success of a plan to prescribe the amount which an indi- 
vidual must save. The corrective measures, it is true, may some- 
times mean that certain persons are induced to change their 
intentions or may see their intentions frustrated— those, for in- 
stance, whose desires as consumers clash with the intentions 
of the planning board for expansion and those who are taxed 
to finance investment. But this is not fundamentally different 
in an unplanned economy. Here, too, it is a frequent experi- 
ence that an individual cannot carry out his original intentions 
because the effects of his course of action change the presup- 
positions from which he started. Or by changing the condi- 
tions of other people he may destroy his own chances of success. 
A man may, for instance, try to gain more economic security 
by hoarding money and, because his example is followed by 
many others with disastrous effects on the volume of employ- 
ment, he may unwittingly produce greater insecurity for him- 
self.* Freedom of action never means the freedom to achieve 

“This statement resembles a well-known Keynesian proposition, but is by no 
means the same. There is general agreement that hoarding may produce a shrmkage 
of the national income and thereby unemployment and instability. Nor can any 
economist quarrel with the thesis that, under specific conditions which cause entre- 
preneurs to refrain from the investment of loanable funds regardless of the rate of 
interest, savmg can have the effect of hoarding, and that the decrease in mcome, 
which under such conditions will follow from savmg, may even frustrate the effects 
which the savmg individual hopes to obtam for himself The object of controversy 
between Keynesians and anti-Keynesians is the frequency of these conditions The 
liquidity-preference theory of mtercst and other elements of the Keynes theory, if 
accepted, justify the assumption that investment of loanable funds is not even assured 
m prosperity, and that oversaving can, therefore, be partly or wholly responsible for 
the eventual termination of the prosperity period Most anti-Keynesians, on the other 
hand, mamtain that durmg prosperity, or at any rate at the peak of prosperity, all 
available funds are invested, thereby eliminating oversavmg as a cause of depression, 
smee the germs of economic paralysis must be found in the period of the boom. 
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all the results we want without interference by others. It never 
means protection from the social effects and reactions of our 
own deeds, but merely the liberty to decide which steps should 
be taken, at the risk of all the physical and social consequences 
that may follow for the author of the action. It is in this sense 
that freedom to save is compatible with economic planning. 

Saving, of course, is not the only source of money available 
for investment. The amount of such money is also influenced 
by the inclination of businessmen to entrust funds, which they 
are temporarily unable to use in their own concerns, to the 
banking system under conditions which facilitate their partial 
use for middle- or long-term loans. The amount of money for 
investment is also iofluenced by the degree to which banks are 
willing to use the funds provided by consumers’ savings and 
producers’ temporary cash surpluses as a basis for a superstruc- 
ture of additional credit. These two factors, however, can be 
kept under control even more easily than saving and will, 
therefore, create no difficulty for the drafting and execution 
of the national plan. 

Even today, the policy of the banks is very largely under the 
control of the government, and with the cooperation of other 
government agencies the planning board would have litde 
difficulty in deter minin g the ratio between deposits and loans." 
The propensity of entrepreneurs to keep large liquid reserves 
cannot be directly regulated, but if the degree of propensity 
is known in advance, no damage will restilt from its being 
either high or low, for undesirable effects can be offset by 
changes in the supply of money. Today it would be difficult to 
estimate in advance the extent to which the entrepreneurs will 
insis t on keeping liquid cash reserves, for the uncertainty of 


See below, p 203. 
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conditions leaves a wide range for the influence of optimism 
and pessimism, and nothing is less calculable than the “bullish- 
ness” or “bearishness” of the busmess world. But in a planned 
economy the attitude of entrepreneurs will depend on objec- 
tive conditions, which the plan reveals before they actually 
occur. The existence of the plan will also remove the main 
obstacle to government regulation of money supply. Aside 
from deficit spending, which is not always a commendable 
method, the way to increase money in circulation is through 
the loan of additional funds to private borrowers by the gov- 
ernment or the Central Bank. But will these agencies find 
borrowers ? In an unplanned economy entrepreneurs are often 
reluctant to incur debts, because they do not feel suflSciendy 
sure that they can carry out their transactions successfully and 
thus meet their obligations. In a planned economy the entre- 
preneur produces for a guaranteed market and has therefore 
no reasonable motive for such hesitations. 

There is no reason why in a planned economy firms or in- 
dividuals should not be free to borrow from one another and 
to agree on a premium for lending as they see fit and as supply 
and demand relations warrant. But both supply and demand 
will be more influenced by public policy than they are in an 
unplanned economy. This influence will be stronger on the 
long-term than on the short-term rate, because of the greater 
significance of the former for the execution of the plan. 

In an unplamied economy, the rate of interest is determined 
by the time preference of individuals, and in a planned econ- 
omy, the calculation rate of interest will express the time pref- 
erence of collective bodies representing the nation. For reasons 
which are by now undoubtedly familiar to the reader, the lat- 
ter rate must, therefore, in the long run be lower than the 
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former. But m periods of rapidly growing investment the situ- 
ation will as a rule be different. There, an unplanned economy 
would apply the lower current rate, whereas a planned econ- 
omy will be guided by the higher rate that the planning board 
must anticipate as a product of the process of expansion. 

Whenever the calculation rate of the plannmg board is 
lower than the time preference of private individuals, the plan- 
ning board will encourage investment that private individuals 
would not consider sufficiently rewarding if left to their own 
decision. Yet if the investment is not to be carried out as a 
public enterprise, which can only be done in a limited number 
of industries unless the ownership system is changed, it must 
be made profitable for the private firms. There is a simple 
means to this end. The government must lend the necessary 
funds to entrepreneurs at a rate that is at least not higher than 
its own time preference. There is no reason why a private en- 
trepreneur should refuse to invest funds with the prospect of 
moderate gain if he has only to pay a proportionately moderate 
rate of interest. The way of providmg the funds for these 
loans will be taxation, tax-subsidized loans, or credit creation 
through the banking system. Through the public loans, the 
calculation rate of interest of the planning board will become 
the actual market rate. 

The planning board will, as a rule, prevent substantial fluc- 
tuations of the long-term interest rate within one planning 
period, as a part of its policy of reducing adjustments in the 
current plan to a minimum. For this and other reasons, the 
board will frequently discourage entrepreneurs from intro- 
ducing technical innovations before the end of the planning 
period. It will be impossible, however, to keep the long-term 
rate completely stable even within the same period. Some new 
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technical methods may be so advantageous that postponement 
of their use would be unjustifiable. Moreover, the board may 
not wish to change the rate abruptly from one planning period 
to the other and may prefer, if a rise or decline seems necessary, 
to inaugurate it in the old period in order to make the change 
more gradual. 

We have tried to explain the difference between the deter- 
mination of interest in a planned and an unplanned system. 
But interest theory has still another significance for the theory 
of planning. If some opinions on the general nature of interest 
were correct, the need for a production plan might not exist 
because then it might be possible to achieve economic stabiliza- 
tion through credit policy alone. This point will be discussed 
later, and it will then be possible to clear up some questions 
which have not yet been fully answered. Further analysis will 
also confirm a conclusion, which this section has probably 
suggested to the reader, namely, that monetary and credit 
policy loses much of its difficulty if it is associated with a plan 
of production. As long as nobody knows what will or should 
occur in the realm of production, the management of credit 
is necessarily based on a series of unsafe guesses. Once a pro- 
duction scheme has been established, it is comparatively easy 
to provide for the arrangements in the field of credit which 
will fit the contemplated production processes. As long as 
credit governs production (as it does for the most part in an 
unplanned economy) it is difficult to control; as an instru- 
ment which should help perform production tasks set by the 
plan its performance can be regulated with a high, degree of 
accuracy. 

The same is true of monetary phenomena in general- The 
money required for transactions depends on the physical vol- 



130 Theory of National Economic Planning 

ume of production, the desired price level, and the velocity of 
circulation. The first two items are part of the plan, and in an 
economy m which everything else is stable (in the sense of not 
being subject to unexpected change) the velocity of circulation 
is nearly a constant over periods of short and medium length. 
Consequentiy, it is not difficult for the planning board to calcu- 
late the required amount of money, and since there is continu- 
ous expansion and therefore demand for loans, it is easy for the 
banking system to put the additional money in circulation. 

Excursus on Plannhstg and “Economic Maturity” 

Since theories of economic stagnation are very prominent in 
the controversies of contemporary economists, it seems desira- 
ble to say more about the significance of the stagnation prob- 
lem for planning than was possible in the preceding chapter, 
where an extensive discussion would have interrupted the 
trend of thought. Even in this excursus, however, space does 
not permit more than to take cognizance of some of the most 
important arguments of the stagnationists and their opponents. 

The reader is already familiar ■with the principal relation- 
ship of the problems of planning and of economic maturity: 
If we were faced with a cessation of growth of our economic 
organism for imalterable reasons, a lack of opportunity for 
the profitable investment of savings would very probably exist 
in a planned system as well as under unplanned capitalism. 

Most, if not aU, stagnation theorists refer to the fact that 
there are no longer great land reserves which can be setded 
and thus -turned into markets for industrial goods, and that 
population growth in the western countries has slowed down 
and will soon come to a standstill. “Extensive growth” of the 
industrial economy is therefore no longer possible on anything 
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the same number of people living in areas already settled have 
to buy more commodities. “Intensive growth” must be substi- 
tuted for “extensive growth.” The stagnation theorists believe 
that the substitute cannot be adequate. 

Whatever we may think of the proposition that investment 
opportunities, in an objective sense, are more limited than they 
were in previous periods, the stagnation theorists are very 
probably right in assuming that those opportunities were more 
obvious in the decades of territorial expansion and rapid popu- 
lation growth. Although there may still be enough chances of 
profiting by investment, capitalists may not see them so easily 
or may feel more hesitant about relying on them than then- 
predecessors did in judging the prospects of investment in 
the n ineteenth century.” These difficulties, however, need not 
affect a planned economic system. A plan would make the 
opportunities for investment more clearly visible and may 
thereby give sufficient encouragement to the capitalists. Gov- 
ernmental sales guarantees, granted on the basis of the plan, 
will intensify this efiect. If the capitalist were still too reluctant, 
public investment would have to take the place of private ven- 
tures and could be far more safely undertaken than in a system 
in which the course of economic development is imcharted. 

^ “Efforts to disprove the ‘stagnation thesis* by showing that the American econ- 
omy still has room for expansion are . . futile. , . . The argument is not that gross 
national product at full employment can increase no further; it is only that full 
employment is mcreasingly difficult to attain and maintain as a country becomes 
more industrialized, more fully populated, more fully developed, and richer.” 
(Benjamin Higgins, “The Doctrme of Economic Maturity,*’ American Economic Re- 
view, vol. 36, no I, March, 1946, p. 134 ) In Professor Higgms* argument, the term 
“full use of savings” could be substituted for “full employment," smee full employ- 
ment is possible only if all saved funds find their way mto real mvestment. The 
Higgins article is a defense of the stagnation theory against the attack by George 
Terborgh m his book The Bogey of Economic Maturity (Chicago Machinery and 
Allied Products Institute, I945)- 



132 Theory of National Economic Planning 

Disregarding crude varieties of the stagnation thesis, which 
assert or imply an impeding saturation of human needs and 
which sporadically infiltrate into scholarly writings, only one 
form of the argument touches the oversavings problem in* a 
planned economy. Some stagnation theorists are inclined to 
assume that inventions now have a tendency to result not only 
in the saving of labor but also in the savmg of capital. If that 
were true on a suflSciently large scale, the outlets for savings 
might become wholly inadequate, since current savings might 
have to compete for the remaining investment opportunities 
with capital released from its previous use by capital-savmg 
inventions. 

In its early stages, economic progress was achieved through 
the use of more capital per umt of product value— by “deep- 
ening” capital. The transition from the use of no capital goods 
at all to the use of tools, and from the use of simple tools to 
that of machines, were such “deepenmg” processes. In the 
later phases of technical progress, capital-saving inventions 
share the field with labor-saving innovations. Present contro- 
versies concern the numerical ratio between the type of tech- 
nological change that means “increase in depth” and the one 
that means “loss in depth.” 

Efforts have been made to find an answer to that question 
in an empirical way, by comparing the amount of invested 
capital with the value of goods produced, or by calculating the 
share of capital goods in the total commodity production. 
When these calculations are extended over a sufficiently long 
period, it- seems possible to find a trend. But what is a suffi- 
ciently long period ? It is generally agreed that “deepening” 
inn ovations prevailed over “flattening” ones before the turn 
of the century. If the forty-seven years of the twentieth century 
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had not been so largely filled with economic upheavals it 
would be easier to find out by statistical investigation whether 
inventions tend to become more capital consuming or more 
coital releasing. But war, inflations, and the Great Depression 
have distorted the picture, so that it is hardly possible to isolate 
the technological trend from the effects of other changes. For 
instance, the figures given by Simon Kuznets in his Com- 
modity Flow and Capital Formation show that 

“capital formation for business use exclusive of inventories,” 
that is, investments in machinery and business construction, 
inaeased very rapidly during the period 1932-1937." It might 
be tempting to interpret this fact as a “deepening” of capital 
for technological reasons. Further investigation, however, re- 
veals that the total volume of these investments in 1937 did not 
reach the 1929 figures." The drop during 1929-1932, when real 
investment came almost to a standstill, had been so great that 
even the rapid rise during the recovery period of the middle 
’thirties was not sufficient to bring back the former volume. 
Can we then draw the opposite conclusion, namely that a “loss 
in depth” of capital use occurred in the 1930’s ? Obviously, we 
would be rash in so doing, for how do we know that we are 
really dealing with two “natural” peaks of business activity 
when we compare 1937 with 1929.? Perhaps the prosperity of 

(National Bureau of Economic Research, Bulletin 74, Jimc 25, 1939 ) 

Kuznets calculated several pairs of mdiccs of growth, by which to compare 
the mcrease of “capital formation for business exclusive of inventories” dunng the 
1932-1937 and the 1921-1929 periods The calculation whose basis appears most 
meaningful in terms of the present discussion led to an index of 2 62 for 1932-1937, 
as compared with i 77 for 1921-1929 For all particulars about the calculation, see 
Kuznets, op cit„ pp 7-9 ^ 

^ “Capital formation for business use exclusive of mventones” was lower by i 76 
bilhon dollars m 1937 than in 1929. The mam “deficit” was m construction, whereas 
the production of machmery slightly exceeded the 1929 total, although a small 
deficiency appears here too if the calculation is made on a per-capita basis. 
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the middle ’thirties, and therefore the rise of investment would 
have continued far beyond 1937 and would have reached a 
much higher peak, if deficit financing had not been abruptly 
curtailed. The smaller capital consumption may therefore 
reflect the policy of Congress rather than any technological 
phenomenon. Or to choose another and equally significant 
example; the growth of capital invested in manufactures 
slowed down in the early ’twenties.** The explanation seems 
to be that in the preceding period the production of equipment 
and construction of plants had been enormously stimulated by 
the war, and these plants were used to produce the record 
amounts of consumers’ goods which the markets absorbed 
durmg the 1924-1929 prosperity. Capital formation had been 
accelerated for “noneconomic” reasons and, as a consequence, 
leveled off for a time. It would be a misinterpretation to use 
the slow growth of invested capital during these years as evi- 
dence of any indigenous changes in the economic structure." 

Although the empirical material does not enable us to prove 
conclusively the existence of either a “deepening” or a “flatten- 
ing” trend in the use of capital during recent periods, it does 
at first sight seem to show that the former trend toward a 
deepening use has ceased to be very marked at a relatively 
early stage of capitalist development. Carl Snyder has made a 
comparison between the growth of product value and capital 
invested in American industry as a whole and also in various 
individual industries. Each capital investment curve nms al- 

See the curve showing the fluctuations in “capital invested** in the chart “Na- 
tional Wealth and Income o£ U S drawn by Carl Snyder m his article “Capital 
Supply and National Well-Being,** American Economic Review, voL 26, no 2, June, 
1936, p 203. 

For other reasons why available statistical data are inconclusive, see William J 
Fellner, “The Technological Argument of the Stagnation Thesis,*’ Quarterly Journal 
of Economics, August, 1941, pp. 642 ff. 
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most parallel to the corresponding product value curve for the 
greater part of their length; only for the first decade, 1880- 
1890, do the capital curves rise in a decidedly steeper slope. 
It becomes clear from these graphs that capital did not ap- 
preciably increase its share as a cost element relative to that 
of labor during the period in question. Does this mean that the 
replacement of labor by capital, the essence of the mechaniza- 
tion process, did not continue after 1890 Obviously, that con- 
clusion would force us to change fundamentally our view of 
the industrial development in the age of advanced capitalism. 

No such revision of our basic concepts, however, is needed 
because the grovrth of product values has been accelerated by 
an extraneous factor: the increase in real wages. According to 
Paul Douglas, the rise of real wages in all manufacturing in- 
dustries between 1899 and 1925 was 30 per cent.” If this change 
were statistically eliminated— for instance, if the value product 
were calculated m Keynesian “wage-units”” instead of in dol- 
lars— the curve of invested capital would rise far more steeply— 
at least as far as manufactures are concerned— than the curve 
of the value product; since even with the 30 per cent real wage 
increase the curves are approximately parallel. In other words, 
if wages had been stable in terms of living costs, capital costs 
would have attained an ever larger share in aggregate value 
of produced goods. A considerable “deepening” must have 
taken place much later than 1890. 

Another part of the Douglas material also supports this con- 
clusion. Professor Douglas has worked out a comparison of 
the growth of earnings 'with that of physical productivity. He 

^ Paul H Douglas, Real Wages in the United States Publications of the Poliak 
Foundation for Economic Research, no. 9 (Boston and New York Houghton Mifflin, 
i93o)»P 510* 

John Maynard Keynes, The General Theory of Employment , Interest and Money, 
p.41. 
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found that in the average of manufacturing industry in the 
Umted States real earnmgs had by 1925 reached 130 per cent 
of the 1899 figure, whereas the physical product was 154 per 
cent of Its amount in 1899. Has the difference been absorbed 
by entrepreneurs’ profits ? Both 1899 and 1925 were prosperous 
years and there is no evidence of a spectacular rise of the rate 
of profit from the one to the other. Certamly, the difference 
between the rise of workers’ earnings and the rise of the physi- 
cal productivity of labor has not benefited the consumer, since 
the cost of livmg index stood much higher in 1925 than in 
1899.“ Consequently, we have to conclude that the bulk of the 
difference was of no benefit to anyone: it represented higher 
capital cost. 

We have every reason to believe that in some fields of 
economic activity other than manufacturing the deepening 
process has been even more marked during recent decades. In 
power production, the great dams and networks which now 
supply our homes, farms, and factories with current simply 
did not exist m 1890. In farming, the use of complicated ma- 
chinery is a relatively recent development and has assumed 
proportions which, in the United States, are commemorative 
of the Industrial Revolution." Barring an “atomic revolution,” 

might be argued that the rise m the cost of living index alone would not 
sufficiently warrant the conclusion and that consumers’ mcomes must also be taken 
into account But a substantial part of total consumers’ mcomes, that is, wages, has 
already been taken into account in calculating the difference between growth of 
physical productivity and that of workers’ earnings The farmers certamly did not 
do conspicuously better m 1923 than in 1899 These two groups form such a large 
part of the consuming public that no more detailed calculaaons of real incomes seem 
necessary to substantiate the proposition 

To support his opimon that for *‘the economy as a whole, including fields other 
than manufacturing, there is no good evidence that the advance of technique has 
resulted in recent decades, certainly not in any significant measure, in any deepening 
of capital,” Alvm Hansen refers to the service industries and to housing In the 
former, he states, “the capital stock has not increased significantly even in relation 
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it seems probable that in these fields the deepemng trend will 
continue at least for a considerable time to come. The back- 
ward sections of our country, especially the South, are lagging 
behind in the mechanization of farming and, with the excep- 
tion of the TVA area, in electrification, and much capital will 
be needed if they are to attain the standards of the more ad- 
vanced regions. 

Even in the very improbable event that a “flattening” trend 
were ascertained in the American economy at its present stage, 
there would be litde danger that a plannmg board, if put in 
charge of the direction of economic development in the United 
States, would have to face any problem of oversavmg within 
the next decades. In the first place, as Hansen himself has 
pointed out, loss in “depth” of capital use may be compensated 
by gain in “width.” In other words, even if most of the new 
inventions were capital saving, they might enable us to pro- 
duce commodities so much cheaper, that the resultant expan- 
sion of production leads to an absorption of both the released 
capital and of the current savmgs. Moreover, the difference m 
the state of economic development between the North and the 
South of the United States is almost dwarfed by the difference 
between the more advanced and the more backward parts of 
the world at large. An enormous amount of savings will have 
to be invested m equipping China, India, Malaysia, the Near 
and Middle East, and Latin America if these countries are to 
be brought up to the level of western Europe, not to speak of 
the North American level. Enormous sections of the globe are 

to population ” In the latter, **real capital has little more than kept pace’ with popu- 
lation growth ” (Reprinted from Ftsed Pobey and Business Cycles by Alvm H. Han- 
sen, by permission of W. W Norton & Company, Inc, copyright 1941, p. 356 ) 
Takmg these statements at face value, it would snll be necessary to weigh this loss in 
depth agamst the gam m manufacturing, agnculture, and power supply before the 
conclusion for the whole economy could be upheld 
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still living under conditions similar to those which preceded 
the Industrial Revolution m Europe, and therefore there is 
ample room for a repetition of the story of the nineteenth cen- 
tury on a global scale. In one respect such a repetition is already 
on Its way. The population of many colonial areas is growing 
by leaps and bounds, for the same reason which was responsi- 
ble for the increasmg numbers of the white race in the pre- 
cedmg epoch of history: decline of the death rate. Because of 
this population increase, industrialization is an imperative 
necessity for these countries. Even if no problem of oversaving 
is found to exist in the western world, there will be excellent 
reasons for facilitating development loans to the overpopulated 
regions of Asia, for only by supplementing agriculture with 
industry can the Malthusian mechanism m its most sinister 
form be prevented from operating among that large part of 
mankind. 

Certainly, serious obstacles of a technical as well as a political 
nature stand in the way of large-scale investment of “western” 
savings in the development of colonial and semicolonial areas. 
The channels for the flow of loan capital from one country to 
the other would have to be broadened. However heartily we 
may welcome the striving of the peoples of the underdeveloped 
areas for political independence, it is a tragic coincidence that 
these aspirations are reaching a climax at a historical moment 
when a huge influx of capital from the “old” industrial nations 
has become a life and death question for the colonial world. 
Undoubtedly, India would find it much easier to obtain capital 
for her economic development if she remained within the 
British Commonwealth of Nations, and the Dutch East Indies 
will jeopardize their capital supply of which they stand in 
great need, if they cut themselves off from Holland politically. 
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There is still hope, however, that obsolete and untenable sys- 
tems of colonial domination may be replaced not by a splitting 
up of empires but by their transformation into partnership 
sj^tems between natives and Europeans. Generally, it is too 
early to despair of reforms which might render capital transfer 
possible on an even much larger scale than in the nineteenth 
century If these efforts succeed, the western nations may have 
reason to fear, not an excess of savings over investment but an 
excessive competition for the available savings with resulting 
high interest rates and difficulties in providing the capital for 
exploiting new inventions. 

^For an example of such pessimism, see Hansen, cp cit,, pp 360-361. Professor 
Hansen, however, has not been deterred from attempts to reduce the obstacles in the 
way of international capital transfer. He was one of the most vigorous and probably 
one of the most effective advocates of the Bretton Woods’ agreements. Perhaps the 
conclusion of these agreements should be regarded as a reason to take a more favor- 
able view of the possibilities of mternational investment than Hansen did m his 
book Although the International Stabilization Fund and the Bank for Economic 
Development, which were created by these treaties, may not represent the final form 
in which the goals pursued at Bretton Woods will be realized, and in no event can 
mean more than a good start on the nght road, it seems at least clear that leading 
statesmen and experts in the economically advancoi nations are willing to overcome 
some old prejudices in order to facilitate the flow of capital across the frontiers, and 
that some effective means have been found to reduce the risks. 



IV. “Noneconomic’’ 
Functions and Purposes in 
Economic Planning 


War and Postwar Planning 

T his discussion has so far been based on the assumption 
that the pl annin g board wishes to provide consumers 
with as many material means as possible for the satisfac- 
tion of their mdividual needs, except as this purpose is modi- 
fied by ihe educational aims of the community. The difference 
in social weight between the needs of the different consumers, 
following from the different income levels, has been accepted 
as a datum— of course, without any implied approval and with 
the realization that there are possibilities of reweighting or 
even abolishing differences altogether. 

But from the start we have been aware that planning, being 
a method of organizmg production of goods, may be used for 
all kinds of human purposes, because these all depend wholly 
or in part on availability of goods. We must distinguish plan- 
ning for consumers’ satisfaction from planning for other aims. 
The name of “economic” purpose applied to consumers’ satis- 
faction and that of “noneconomic” purpose applied to other 
possible objectives of planning cannot be defended on any 
ground except that it probably conveys the right meaning to 
the reader. The terms, therefore, will be used between quota- 
tion marks. 


1:140:1 
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A very important example of a “noneconomic” purpose oft 
economic planning, and one to which we have referred before, J 
is the successful conduct of a war. Modern war is as much an ' 
economic as it is a military undert akin g, and the economic 
requirements of warfare cannot be satisfied without planning. 

The basic reason why an unplanned economy is ill-adjusted 
to war requirements is the time necessary for its trial-and-error 
processes. In war, far more than in peace, time is of the essence. 
An economic plan means that undertakings are tried out on 
paper and therefore need not be tried out in reality. Thus the 
necessary amount of coordination, which is as important in 
the economics of war as in those of peace, can be achieved far 
more quickly than in an economy relying on the competitive 
market. 

It is, of course, no valid objection to this statement that war 
planning in the proper sense is a very recent growth, whereas 
war itself is one of the oldest phenomena of human history. 
We can wage a war with an unplanned economy, just as we 
can do so with poor strategy or arms— and even win it if the 
opponent’s organizational, mental, or material equipment is 
still poorer. But a nation that plans its war economy will be 
vastly superior to one that does not, other conditions being 
equal. 

While there is a special necessity for planning in wartime, 
there is also one basic feature of a war economy which makes ^ 
it easier to plan. This feature is the definiteness ofthc ultimate 
purpose. In war, the merits of a measure are entirely dependent 
on its contribution to the defeat of the enemy — a goal complex 
enough in itself, yet not so complex as the satisfaction of con- 
sumers in peacetime. Because there is l«s ro^ for choice be- 
tween purposes, physical calculations are the main content of 
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planning for war, and value planning, a method of calculating 
and testing relative desirabilities, is not used in reaching the 
fundamental decisions. 

But planning m wartime has also its special difficulties. One 
is the uncertainty and briefness of the time fpr which the plan 
is to be established. Nobody knows at the beginning of a war 
how long it is going to last. Since the early nineteenth century, 
no war has lasted longer than six years— which is a long period 
to endure, but not a long period in which to plan, carry out, 
and utilize a major expansion or redirection of industry. More- 
over, the industrial requirements of warfare are almost never 
realized in the beginning of a war. It seems to be the rule in 
modern war (at least in those countries that are reluctant to 
believe in the inevitability of war) that hardly a start is made 
in workmg out blueprints for industrial wartime expansion 
until the conflict is well under way. Thus not many years re- 
main for the planning effort, and this naturally detracts from 
the tec hn ical opportunities as well as from the systematic char- 
acter of war planning. 

Furthermore, the requirement of rapid change, which is 
the principal reason for the necessity of war planning, makes 
it impossible to practice foresight as systematically as in peace- 
time planning. Within a year the portion of the national in- 
come allotted to armament may have to be raised from 3 or 
4 per cent to over 50 per cent. Enemy action may deprive the 
p lanning country of a part of its production or transportation 
facilities and thereby make it necessary to carry out major ad- 
justments within a few months. As a consequence of experi- 
ence gathered by the military and naval staffs, it may become 
imperative to shift production from battleships to airplane car- 
riers within the shortest possible time. For the war planner. 
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the ability of quick improvisation is at least as important as 
careful consideration of future possibilities. 

Thus the potentialities and some of the requirements of war 
planning are smaller than those of peace planning. War plan- 
ning is a crude type of economic planning, 

^eed than at a ccuracy and relying on the moral and physical 
power of the government to force upon the individual citizen 
the acceptance of hardships which peacetime planning would 
try to avoid through foresight and careful calculation. Yet in 
spite of all these differences, a machinery built for planning 
m peacetime can be made to serve the purposes of war, and a 
country which has developed a planned system before the war 
has a great advantage over one that must improvise planning 
as it enters the struggle. The guess may be ventured that the 
astounding strength of resistance that the Soviet Union dis- 
played in the war with Germany was primarily due to her 
established organization and highly developed technique of 
planning, which is far more comprehensive than that of Hit- 
ler’s Germany ever was. It cannot be emphasized too strongly 
that the system of government, of collective ownership, and of 
planning, developed by the Soviet Union, are three different 
things, historically interrelated of course, but not logically or 
practically dependent on one another. The greater the weight 
that we attribute to dictatorship as a liability, the more impor- 
tant p lannin g must appear to us as an asset, if we are to explain 
how the achievements of the Soviet state became possible.’ 

In wartime t he execution of a plan is facilitated by the atmo s- 
pho'e of coppsration wHch tke national emergency inspires, 

^ Planning had to compensate for many other jEactors detrimental to the Russian 
war effort Perhaps the most important one was the relative mcxpcncncc of many 
Russian factory workers, who had been drawn j&rom the rural population durmg the 
last decade before the war. 
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but it may be made more difiScult by the fear of a postwar 
slump. When executives of private corporations are forced to 
expand their plants to meet the requirements of the army, they 
cannot be expected to disregard the question of the way in 
which this additional capacity may be utilized later. It is only 
human that this anxiety should somewhat influence their at- 
titude toward expansion projects when they are called upon 
to advise the government in the capacity of industrial experts 
or asked to carry out the expansion plans proposed by govern- 
ment agencies in their factories. Appeal to patriotism, compul- 
sion, or financial arrangements favorable to the corporations 
may solve part of the problem, but a complete solution can only 
come from an employment guarantee for the postwar period, 
i This is the reason why, under a system of private enterprise, 
war pl annin g and postwar planning cannot be entirely sepa- 
I rated. If the economy were fully socialized, there would still 
be strong reasons for planning for postwar readjustment since 
otherwise the standard of livmg might be greatly depressed, 
but the war effort itself would not depend on what was going 
to be done after the war was over. In an economic system based 
on the profit motive, it is inevitable that the potentiality of dis- 
aster for private industries will detract from their energetic 
response to a war-production program. The most effective 
remedy is a postwar plan which will ensure the substitution of 
peacetime demand for war demand. 

P lannin g for the transition from war to peace requires fewer 
modifications of the pattern of “normal” planning than the 
establishment and administration of a war plan. It is planning 
for the satisfaction of consumers’ desires, with a wide diversity 
of purpose. Value calculation is restored to its important role. 
Yet postwar planning shares with war planning the necessity 
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of a sudden change of great proportions, and although the end 
of the postwar planning period can be chosen on the basis of 
technical and organizational expediency, the initiating mo- 
ment is uncertain, and the conditions of that moment— par- 
ticularly the productive capacity available at the cessation of 
hostilities— are partly unknown. 

These difl&culties, together with prejudices and political ob- 
stacles, have prevented the establishment of a genuine plan for 
industrial reconversion from war to peace. In spite of much! 
talk and the drawing up of some indefinite programs, the 
transition from war to peace in the industrial field was carried 
out in the United States essentially by the methods of an un- 
planned capitalist economy. The government, it is true, has 
tried for some time to minimize fluctuations by price control. 
The policy of the OPA was not merely directed against infla- 
tion but also against rapid exhaustion of consumers’ wartime 
savings through excessively high prices. But even before the 
OPA was emasculated by the legislation of 1946, it could only 
hope to prolong but not to perpetuate the prosperity of the war 
and postwar periods, h fcre price con trol, even if supplemented 
by an allocation system for some types of resource, is not plan- 
ning, since no serious attempt is made to calculate in advance 
for a definite period the prospective changes in the economy in 
quantitative terms. In the absence of a planning machinery, 
the OPA was frequently unable to avoid major mistakes in 
its estimates. These errors do not prove that economic develop- 
ments are unforeseeable. They only confirm the truism that 
economic events are interdependent and that it is.thercfore 
impossible to estimate with any approximation to accuracy— 
for example, the supply of butter at a given price-;;rinless a full 
picture of the whole economy is drawn. 
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Although we are paying for our failure to plan by a great 
deal of confusion, we have so far 'not incurred a major dis- 
aster— neither runaway inflation nor a postwar slump of pro- 
duction and employment. With the exception of a relatively 
small number, the discharged soldiers and munition workers 
have been absorbed into the peacetime economy. This favor- 
able experience has already kindled imwarranted optimism. 
Yet, what has happened so far was only what most economists 
had expected. War savings plus urgent consumers’ desires for 
many commodities were bound to produce a very considerable 
effective demand in the first two or three years after the war. 
Of course, during the war nobody knew with certainty that 
this new peacetime demand would offer so complete a substi- 
tute for war orders and army “employment” as it actually did, 
but the widespread impression that economists predicted a 
slump immediately upon the cessation of hostilities is wrong.’ 

Some day the war savings will have disappeared and the 
urgency of the desires for consumer goods will be greatly re- 
duced. That day may not yet be the beginning of the depres- 
sion, but from then on the economy will be deprived of the 
special stimulus which is now keeping economic activity high. 
Without this stimulus, a depression will come sooner or later. 
There is nothing in any of the theories about depressions that 
would permit us to assume that the mechanism which has in 
the past caused successive peaks and troughs has now ceased 

® The following passage from the first edition of this book, written early m 1943, 
was probably characteristic of the majority opinion among professional economists 
during the war 

“It IS not -likely that these factors [uncertainties paralyzing entrepreneurs* mitia- 
tive] will produce a great slump within a year or two after the armistice . There 
IS good reason to assume that at first political and economic pessimism will be over- 
come by the great demand for consumer goods ongmating from accumulated savings 
in combination with a great urge to expand consumption after wartime restrictions 
have disappeared’* (p. no). 
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to be elective. It is bigbly improbable, to say the least, that 
the undulatory movement, to which every industrial economy 
is subject accordmg to an experience of two hundred years, 
should suddenly and for no visible reason come to a standstill. 

When the depression comes there is reason to believe that it 
will be severe, because the uncertainties of the economic and 
political situation are likely to prevent a quick restoration of 
confidence. Taxes will continue to be heavy and their full 
burden will only be felt when business declines. A reduction 
of the national income will cause the public debt to appear 
still more formidable than today. International frictions are 
likely to cause occasional war scares which will be a particu- 
larly strong deterrent to long-range investment plans because 
of the extreme destructiveness of the weapons which the last 
conflict has left as its technical heritage. Private property will 
be menaced or will have been nationalized in a large part of 
the world. The power of the Soviet Union will be great and 
her prestige will be increased by the depression in capitalistic 
cotmtries, since her own economy will again be depression 
proof, as it was during the 1930’s. The general public will not 
carefully distinguish between the Russian form of government 
and the Russian technique of planning, and once more the 
argument will be widely accepted that communism alone is 
able to save the world from economic collapse. Entrepreneurs 
will be more frightened than ever and probably still less in- 
clined to invest money on long term than they were after 1929. 
Even the great technological promise of the future, the poten- 
tialities of atomic fission for energy production, may. intensify 
the downward trend of the economy because the opportunities 
for new investment may be temporarily overshadowed by the 
menace to evisting assets, such as coal mines and power dams. 
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All these factors will create a tendency toward a very serious 
depression, but there will be counteracting forces. Perhaps the 
greatest of these will be the housing shortage which will un- 
doubtedly continue for a considerable time and which will 
force many individuals to mobilize all the purchasing power 
they can possibly muster to pay for dwellings.’ Moreover, pub- 
lic policy will not remain passive. If no better techniques are 
available at the outbreak of the crisis, public works programs 
will be put into operation, and economic assistance for recon- 
struction in Europe and Asia may well be intensified to pro- 
vide increased export outlets for American agriculture and 
industry. Bold programs of this kind, if deficit-financed, can 
turn a depression into prosperity for precisely the same reason 
why a war can achieve this reversal of a downward trend. For 
good and for bad reasons, however. Congress and the admin- 
istration will hardly carry deficit financing to the point at 
which it could create full prosperity. They will probably con- 
fine themselves to a lesser degree of “reflation,” suflEcient to 
mitigate but not to terminate the depression. The problems of 
that coming period will be essentially those of the New Deal 
era, except that very probably their magnitude will be larger. 
The necessity of finding more perfect forms of government 
antidepression policy than mere deficit financing will in time 
become evident. 

Ethical and Other Cultural Values 

Even in the normal course of a peacetime economy the satis- 
faction of the consumers’ individual desires, now or in the fu- 
ture, may not be the only rationale of a plan. In a democracy, 

® It must be remembered, however, that the considerable housing shortage which 
still existed in many countries in the late 1920’s as a heritage from the First World 
War did not afford much relief from the depression after 1929 
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the educational aims, of which we have previously spoken, arc 
based upon cultural values to which most citizens attribute 
greater significance as members of the community than as 
private individuals. Education, however, even if taken in the 
broadest sense, may not exhaust the practical consequences of 
those values. As a community we may build great churches 
and other monumental buildings, encourage the fine arts, pro- 
tect the beauties of our country, all at greater sacrifice than we 
may find justified from our private point of view. 

These “noneconomic” aims of planning are likely to be even 
more frequent in a nondemocratic society, since the ruling 
power may have a set of purposes in which the satisfaction of 
the desires of the subjects is either reduced to secondary im- 
portance or is considered significant as a means rather than an 
end. In many instances this is part of a despotic regime callous 
to human suffering, but an emphasis upon “noneconomic” 
ends may also be found in paternalistic governments. An illus- 
tration is furnished by the Jesuit state of Paraguay in the seven- 
teenth century, which was similar to a planned economy, 
.^though ^e Tesuits made grW and successful efforts to 
promote the welfare of the natives and created an island of 
humanitarian policy among the horrors of early colonial ad- 
ministration, it was not their only purpose to provide the 
Indians with the necessities of life. To them the establishment, 
of a church organization, amply supplied with all the material 
requisites of cult and power, was a goal of superior importance. 

Perhaps the most fundamental distinction that we can draw 
between different forms of planning for “noneconomic” ends 
is between those types in which the deviation from the “eco- 
nomic” motive concerns the concrete purpose of the plan — 
namely, the kmds of goods to be produced, as in the Jesuit state 
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or war planning— and other types in which the deviation is 
concerned with the function of planning— namely, types in 
which planning as a means of coordination is preferred, for 
“noneconomic” reasons, to other means by which production 
activities can be coordinated. Thus one primarily concerned 
with ethics may desire planning not merely because it will se- 
cure ma-ximum production and therefore provide a better life 
for all, but also because of ethical objections to the alternative 
method of coordination — competition. This deviation from the 
“economic” motive is so important that it must be given some- 
what extensive consideration. 

P lanning , as a system of central direction of economic life, 
elimina tes competition from some functions in the body eco- 
nomic and changes its form in others. The penalty for in- 
competence is still loss of position, and the planning board, in 
setting prices and awarding guarantee contracts, still puts a 
premium on efficiency in diminishing cost of production and 
on initiating valuable innovations. But planning gready re-, 
stricts the area of guesswork in economic life and thereby 
diminishes its power as a competitive weapon, and the penalty 
that awaits one who guesses incorrectly is of lesser severity. For 
the entrepreneur or employee who loses his position because 
he has made a mistake, or even because he is not fit for his job, 
a new place will more easily be found, since the search for 
new opportunities of using man power is made a more sys- 
tematic endeavor. Thus from an ethical point of view, a 
planned economy may seem more satisfactory than the present 
system. It creates at least a possibility that economic relation- 
ships may more closely conform to the idea of the brotherhood 
of man, and that gain and loss may more often depend on per- 
sonal merits or faults. 
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The general character of a planned economy may not be the 
only reason why an economic philosopher who is primarily 
motivated by ethical considerations approves of planning. He 
will perhaps consider it equally important that planning fa- 
cilitates specific reforms in which he is interested. This pref- 
erence may still concern the function rather than the purpose 
of planning, as it certainly does m the most important instance, 
namely, when planning is preferred to competition because 
it opens a way to the reduction or abolition of economic in- 
equality. This reform may be desired for a variety of reasons, 
ethical, religious, political, yet in practice none of the other 
motives will be strong in a person who does not consider 
equality an ethical value. Planning, of course, is quite con- 
sistent with any degree of inequality, but a plaimed system can 
be so organized that the economic processes do not produce 
the amount of inequality to which we are accustomed, and it 
can function effectively on the basis of a more equal distribu- 
tion of income and property. 

As long as industry is privately owned there must be profit, 
for the basic argument for a system that leaves enterprise in 
private hands rests on the assumption that an owner will have 
greater interest in its effective management than a government 
appointee, and he will have this interest only if most of the 
resulting gain is his. But plaiming reduces the importance of , 
the entrepreneur’s decisions and even more his risk. With less 
danger of loss the entrepreneur need not have as much prospect 
of gain as he had when he was still a commercial or industrial 
adventurer. Taxes and price policy can be used as instruments 
to reduce the profit margin to the amotmt necessary in a 
planned system, if this is the will of the community. Since 
profits are a major source of inequality, their reduction would 
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be a step toward a more equalitarian society. Other functions 
of economic inequality, such as procurement of sufficient sav- 
ings and of customers for newly invented (and thus highly 
priced) goods can be fulfilled by provisions in the plan. , 

Up to a limit which may be hard to define but which never- 
theless exists, reduction of inequality of income is compatible 
with maximum production under a plan. Beyond that limit, 
a further approach to equality will diminish the quantity of 
goods and services at the disposal of consumers, but the plan 
will make it possible to foresee in detail the effects of the meas- 
ure and to counteract them to a great extent. This can be done 
by shifting the initiative for expansion to the plaiming board 
and— if this is not considered too high a price— by introducing 
compulsory features in the machinery of plan execution. At 
no time need an approach to equalitarianism have the paralyz> 
ing effects which have been observed in unplaimed economies. 

In the 1920’s and 1930’s, most countries collected much 
higher taxes from incomes in the upper brackets than even 
radical reformers had considered possible previous to 1914. Al- 
though the paralyzing effects fell short of expectation, one 
need not be a pessimist or a reactionary to believe that tax rates 
of 50 per cent and above will make a system of unregulated 
capitalism sickly.* If this kind of taxation is combined with a 

^ The wartime experience with extremely high tax rates, particularly in England, 
^ does not contradict this statement It is true that practically no British entrepreneur 
had a chance to earn more than $15,000 or $20,000 annually, and for the majority 
of mdustrial leaders even this income, net after taxes, was out of reach. It is equally 
true that production nevertheless went on with full speed. But, first of all, capitalism 
m wartime England was not unregulated, and second, patriotic motives played an 
important part in war production Producers, however, cannot be expected to provide 
a nation with necessities and amemties in so-called normal times merely £rom motives 
of patriotism. Since the British Labour Government does not intend to nationalize 
the bulk of manufacturing mdustry but plans to preserve the function of the private 
entrepreneur in many fields, business and personal income taxes will have to be 
reduced to percentages which leave the busmessman an adequate incentive. 
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wage policy seriously reducing profit opportunities, and if it 
coincides with economic instabihty involving great risks, an 
economy which relies entirely on entrepreneurs’ initiative can- 
not be expected to function effectively. This is not to say that 
the protracted depression of the 1930’s was a product of govern- 
mental measures, but there is reason to believe that the stagna- 
tion of economic life in England in the 1920’s was largely due 
to the crippling of profit chances by heavy taxation and other 
equalitarian tendencies in public policy.' If a plan had existed 
that relieved the entrepreneur of a large part of his risk, and, 
moreover, created another source of initiative for industrial 
expansion, there might have been “distressed areas” in Great 
Britain (due to the world-wide deterioration of marketing 
conditions and problems of mobility in the textile and coal- 
mining industries), but expansion of industries in general 
would have greatly reduced unemployment. It is also probable 
that recovery in the 1930’s would have come sooner and would 
have been more complete if either a national plan had dimin- 
ished the risks or lesser taxes had left greater expectation of 
gain to the individual businessman. Certainly there is nothing 
more utopian (in the worst sense of the term) than the belief 
that a profit system can function well without the prospect of 
substantial profits. 

The movement toward greater economic equality became as f 
irresistible as a tidal wave, once political democracy was estab- 
Jhshed. It is logically inconsistent to recognize the responsibility 
and the value of every person as a citizen and keep him de- 

® It IS true that tax rates similar to those in England existed in Germany, together 
with other unfavorable conditions, without producing the same paralysis of industrial 
energy But there is an explanation for this. An entrepreneurial class of unusually 
strong vitality, as in Germany dunng the Republican period, may maintam its ex- 
pansive force against paralyzing tendencies to which another might succumb 
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pendent for his very livelihood on the arbitrary decisions of 
others. It is practically impossible to prevent the masses from 
using the vote to gain as much economic improvement for 
themselves as they possibly can, and it is always likely that 
they hope to achieve such improvement by leveling down the 
higher position of the privileged few. Since the beginning of 
the nineteenth century we have always had to face the problem 
of how an essentially aristocratic order of economic life, in 
which inequality had a definite function, could be reconciled 
with political democracy. 

Planning helps to solve that problem in two ways. The first 
we already know; planning makes it easier to prevent or at 
least to counteract the imdesirable effects of equalitarian meas- 
ures. But planning also diminishes the urgency with which 
equality is desired, by gratifying some of the motives which 
are behind this desire. The underprivileged do not merely ob- 
ject to the existence of people who can consume many more 
goods than they do; they object even more to the power of the 
privileged to decide on who should retain a job in times of 
industrial distress and on who should be promoted above the 
rank of the common worker. If stabilization can be achieved 
so that there will be no more periods in which jobs are scarce, 
and iE a man or woman of average ability can always find an 
opportunity with another employer if his current employer is 
prejudiced against him, more than half of the problem of 
equality is solved. 

The power which members of the entrepreneurial or man- 
agerial class can exert over other individuals has been the main 
grievance of the average person in his attitude toward social 
questions. But the intellectual vanguard of the underprivileged 
has also been deeply concerned with the decisions that the 



“Noneconomic” Functions and Purposes 155 

privileged group can make in matters vital to society as a 
vs^hole. The power to make such decisions will be greatly di- 
minished in a planned system operating under a democratic 
constitution. Planning by a government based upon the con- 
sent of the governed is the only way for a modern people to 
establish full control over its own economic affairs. If there 
is any method of making the existence of private enterprise 
compatible with political democracy, that method must surely 
include planning. 

The values safeguarded by a plaimed system may be derived 
from any kind of cultural ideal. Some people think that society 
is sounder if it is based on independent small businessmen and 
farmers, even at the price of a loss in efEciency. A plan will 
show (or, at any rate, supply the data for calculating) how 
conditions would have to be changed to make the survival of 
small business possible and what the cost will be. It is quite 
possible that after analyzing the problem we might arrive at 
the conclusion that the sacrifice would be too great, and that 
the contemplated change should not be undertaken. Yet what- 
ever our decision may be, it is desirable that we make it upon 
correct anticipation of the consequences, and a system of plan- 
ning, as an apparatus of foresight, is most likely to give us that 
possibility. 

The same principle applies to the use of plaiming for the at- 
tainment of national self-sufficiency. A plan can be made for 
the purpose of producing within her own boundaries all the 
commodities that a country needs, so far as natural obstacles— 
for instance, lack of indispensable mineral deposits or adverse 
climate— do not make this physically impossible. But a plan 
will also show the cost of such an undertaking, which, as a rule, 
will entirely outweigh all possible advantages, except, perhaps. 
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to a supernationalist who is willing to pay an extremely high 
price for an increase in the significance of national frontiers.’ 

To summarize: a national plan can be used to forecast the 
effects and to deter min e the means not only for an eflforf to 
produce the maximum amount of the goods which are most 
desired by the constuners, but also, as an alternative, to pro- 
duce the particular commodities preferred by the plaiming 
agency in spite of divergent preferences of consumers. Finally, 
the plan may modify the economic processes themselves by 
substituting another type of business unit or business organiza- 
tion for the one that is promising the greatest results in terms 
of goods, if the attainment of other goals is considered more 
important. Economic planning, therefore,is a technique which 
all economic policy can use, and often will have to use, to 
attain its goal with any degree of certainty. Necessary as it is to 
distinguish between government intervention and economic 
planning, it is also true that all government intervention, re- 
gardless of aims, is technically inferior so long as it does not 
use planning. Therefore, all economic policy tends to develop 
into planning as the defects of unplanned government action 
become visible. 

We may like or dislike the collectivist aspect of planning. 
For the rest, we can take a positive or negative attitude toward 
p lanning on essentially the same grounds on which we can 
reject or accept the use of any type of machinery. We may 
judge it superior and therefore wish to use it for our own pur- 
poses. If we see it used by others, whose purposes we reject, 
we may well wish that they had never been able to adopt that 
technique. In an extreme instance, we inight wish that the 

® A program of self-suf&ciency in some key products may, of course, be justifiable 
m the interest of national defense, even if the country is far from being guided by 
motives of extreme nationalism See pp. 171-172* 
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technique of planning had not been developed, so that it might 
not have been possible to use it for noxious purposes. Evi- 
dently, whether we think the development of planning is a 
blessing or a curse depends to some extent on the likelihood 
of its use for purposes which we approve or for those which 
we reject. This is in consonance with reason, but does not 
detract from the necessity of distinguishing between opposi- 
tion to planning as such and to the ends which planning 
serves in a particular instance. Moreover, if we believe, as there 
is good reason to believe, that the basic values which most of 
us cherish can be protected only by an adequate use of plan- 
ning, then we shaU have to accept the risk that the same tech- 
nique may be applied by others with opposite aims, and we 
shall have to struggle with them for the most efficient use of 
that indispensable tool. 



V. National Planning 
and International 
Economic Relations 


T ^here is a widespread belief that national pl anning is diffi- 
cult or impossible if economic relations between the plan- 
ning country and the rest of the world are permitted, 
because changes in foreign trade, which cannot be anticipated, 
may upset the calculations of the planning board. The policies 
of governments which were either committed to p lanning or 
at least tried to move in that direction have furnished some evi- 
dence that economic isolation was an actual result, if not a 
deliberate purpose, of planning activities. Soviet Russia has 
always had a foreign trade monopoly which was used to make 
her self-sufficient in important industries. Moreover, many of 
the measures of economic policy which fall short of full eco- 
nomic planning but represent attempts at partial p lanning 
were of an undoubtedly protectionist character/We need only 
think of the agricultural marketing schemes in England in 
the early 1930’s, which were largely intended to restrict the im- 
portation of foodstuffs,^ or of the International Steel Cartel, 
established in the 1920’s, or of the many restrictive schemes for 
raw materials that originated during the Great Depression and 
even before. When the United States, in 1933, wanted to regu- 

^ The United States marketing schemes, established through the Triple A and so- 
called pro-rate agreements, are mainly intended to restrict production at home, 
which in this country is far more important for the price level than importation 
from abroad. 


ni583 
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late the domestic price level, it was considered necessary to 
make economic relations with the rest of the world more diffi- 
cult by changing the value of the dollar without immediate 
restabilization on another level. Undoubtedly there is more 
than mere accident behind these facts, but they do not prove 
that there is an insoluble connection between planning and 
economic isolationism. 

The devaluation of the dollar, and perhaps more clearly the 
sterling devaluation of 1931, illustrates one typical situation in 
which a government has to choose between domestic regula- 
tion and undisturbed international relations. A nation’s money 
cannot be kept safely stable in terms of two standards at the 
same time, unless these two standards are coordinated. There- 
fore, there is no way to maintain the purchasing power of the 
dollar and also its value in terms of francs or sterling, if these 
monies are not in their turn stabilized in terms of commodities. 
If money is either losing or gaining value in terms of goods 
throughout the world, and if a government, realizing the 
grave social evils that accompany any major change in the pur- 
chasing power of money, wants to put a stop to this process in 
its own country, it must either increase or decrease the quantity 
of money within its jurisdiction and thereby upset the cur- 
rency ratios. If international currency ratios arc unstable, ex- 
change of goods must necessarily suffer. Concerted action of 
all governments would, of course, be an alternative, but a par- 
ticular government may often be faced with the necessity of 
acting independently if international cooperation is not forth- 
coming. Yet it is not often that such a choice becomes neces- 
sary. Violent fluctuations in the purchasing power of money 
are not frequent, and the minor changes do not seriously affect 
currency ratios. Moreover, even in times of major change, such 
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as g^erally occurs during a severe depression, a country with 
considerable gold reserves may return to the lower predepres- 
sion level of internal money value while maintaining the ratio 
of her ovra currency to others unchanged for a long time. The 
United States, even in 1933, held more than one-third of the 
world’s monetary gold. This was the reason why many ex- 
perts, both American and foreign, believed that the devalua- 
tion of the dollar was unnecessary, even on the assumption 
that the New Deal would bring far greater changes in the 
domestic price level than it really did and that the rest of the 
world would continue a passive policy, which it did not do. 

It is easy to think of other types of conflict between main- 
tenance of international economic relations and interference 
with some phases of economic life at home. We cannot ration- 
ally tax a commodity unless we prevent the influx of untaxed 
' foreign goods of the same kind or— if the commodity is being 
exported— take measures to refund the tax on the quantities 
which are sold abroad. We cannot direct capital toward a par- 
ticular investment unless we make sure that the finished goods 
which will eventually result from it cannot be undersold by 
importers, and thus a tariff may be a necessary complementary 
measure. The practical importance of this point is increased by 
the probability that investment, if consciously directed, will 
be made to flow mto channels where it meets foreign competi- 
tion, for there are two main motives for such a policy: to create 
new domestic industries in which the country wishes to be in- 
dependent of foreign importations and to create new employ- 
ment. If the goal is more self-suflSciency, the need for protection 
is evident, except where great natural advantages, hitherto 
unused, can be exploited; and if the desireis to increase the 
number of jobs, the most obvious way is also to expand the 
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production of goods which are not produced to the extent that 
they are consumed in the country.* 

The problem looks very diflEerent when we proceed from 
unplanned intervention or partial planning to full p lanning . 
As our examples show, the protectionist character of partial 
planning usually results from the difficulty, for the govern- 
ment, of directing economic activities toward fields where 
they will not come into conflict with tendencies originating 
beyond the boimdaries of the country. In a system of full plan- 
ning the scope of government action is much wider, and there- 
fore the chances are far greater that conflicts between goals in 
the domestic field and the interest in the maintenance of for- 
eign trade can be avoided. 

Full planning not only fails to give the support to protection- 
ism which must be expected from less comprehensive forms of 
government intervention, it also greatly weakens the strength 
of protectionist tendencies— it strikes at their very roots. All 
protectionist policy is based on the assumption that there are 
not enough opportunities in a country to employ its resources. 
At least in a democratic state, no other argument for high 
tariffs is nearly so effiective as the contention that imports from 
abroad destroy the livelihood of people at home. The argu- 

® The most obvious way is, of course, not neccssanly an cffecuve way in the final 
instance There is every reason to believe that in the long run the total volume of 
employment cannot be increased by building up high-cost industries behind walls 
of tariff protection, because the resulting price increases will force the cost level of 
all industries higher and simultaneously cause the markets to shrink. But m a pro- 
longed depression the introduction of a new industry with high labor requirements 
may lead to the employment of resources which would otherwise remain unused 
and thus give the same stimulus to economic activities as public works, which arc 
also often unproductive in themselves. This small clement of truth in the idea that 
protection contributes to employment becomes a politically powerful factor because 
It supports popular errors about the blessings of producing all our needs in our own 
country. Moreover, the adverse effects of attempted self-sufficiency upon the labor 
market can only be revealed by theoretical reasoning, which most people find difficult 
to understand and m which they have little confidence. 
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ment for free trade is based upon the theorem that a nation 
must economize its resources and that it always has an oppor- 
tunity to use additional production factors. Nobody would 
support protection if it were certain that every worker or En- 
trepreneur who loses his job or his market through foreign 
competition would immediately regain a new and better place 
in the economy. Nobody, or almost nobody, would advocate 
free trade if the men and the capital which might be driven 
out of the industry by foreign competition were condemned 
to remain idle. 

For more than one hundred and fifty years the overwhelm- 
ing majority of economists have agreed among themselves that 
it is unwise for a country to produce within its own boundaries 
what can be more cheaply bought abroad, yet the world moved 
away from protectionism for only a few decades in the nine- 
teenth century, and soon returned to it with great fervor. A 
combination of economic, psychological, and political facts is 
responsible for this conspicuous failure of the best minds in 
economic science to influence events by their advice and their 
exhortations. Under the system of essentially unregulated capi- 
talism, the assumptions of the free trade economists were partly 
unrealistic, and to an even greater extent the facts which justi- 
fied them were concealed from the eyes of the public by false 
appearances. Finally, even when the real facts were known and 
supported the free trade argument, the protectionist interest 
was more powerful as a pressure group than the believers in 
the international division of labor. In all three rwpects, full 
planningTvill change the situation. 

Society must economize on its resources and not on oppor- 
tunities to use them for the production of goods. This proposi- 
tion, on which the classical economists and all their intellectual 
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heirs based their argument, is correct in the long run, but there 
are always periods in which it does not fit reality. In a severe 
depression there are no jobs for most of those who are displaced 
by foreign competition. Capital, which is driven out from some 
industries because they have higher costs than their foreign 
rivals, may also remain idle. It is true that even at the very 
depth of the depression there is usually sufficient demand to 
employ the most productive units of labor and equipment, so 
that the community must still economize on the most efficient 
resources, but the general situation is thereby not greatly al- 
tered. Stabilization is the first requisite of a change in the pub- 
lic mind that would win the support of the masses for true 
international collaboration. 

The false appearances which in our present economic system 
deceive people about the necessity of using production factors 
in the most economical way result, m large measure, from the 
general prevalence of sellers’ over buyers’ viewpoints— which, 
in its turn, follows from the experience that in an economy 
without inflationary symptoms it is generally easier to buy than 
to sell. In a well-ordered society most producers will have some 
reserve capacity which they can very profitably use if they find 
enough customers, and every day they cannot use it is a lost 
opportunity; but if the buyers have any reserve dollars, they 
are under no pressure to use them quickly. Money, in contra- 
distinction to the working capacity of men and machines, can 
be stored without loss; moreover, whereas often machines and 
even labor can only be used for one specific purpose, money 
can be spent on an immense variety of objects and. therefore 
does not depend on any one particular type of use. These facts 
have nothing to do with the relative scarcity of resources and 
of employment opportunities, but they create a fear on the 
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part of the producers of being left without an adequate market, 
not counterbalanced by an equal fear on the part of consumers 
of being left without adequate opportunities for buying. 

That resources are scarce in relation to their use is proved 
by consumers’ competition, which is just as real in our econ- 
omy as competition among producers. If consumers were fully 
conscious of competing with one another, they would feel that 
they have just as much reason to be anxious about their oppor- 
tunities to buy as producers have to be concerned about their 
opportunities to sell; they would realize, each of them, that 
they are pullmg a corner of a blanket which is too short to 
cover them all and therefore they would vigorously oppose 
the belief that it is longer than needed. Yet in an unplanned 
economy consumers’ competition works largely behind the 
consciousness of men. In economic textbooks it is a very im- 
portant concept, but it does not take an equally prominent 
place in the daily experience of individuals, and it becomes a 
palpable reality only in that minority of relationships in which 
buyers face each other in bidding for desired goods. Just as a 
great many people who have intellectually understood the 
basic facts of astronomy cannot get away from the impression 
that the sun “rises” and “sets,” thus many people cannot be 
thoroughly convinced, although they may be superficially per- 
suaded, that the economic welfare of a country depends on 
opportunities for consuming and not for selling. So long as 
their daily experience is not changed, they will always feel that 
it is only common sense to assume that underselling of do- 
mestic goods by foreign industries creates unemployment, 
just as in the fifteenth century many people considered it a 
dictate of common sense that, if the earth was really a globe, 
the “antipodes” must fall into the empty space of the universe. 
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A plan makes consumers’ competition evident. In working 
out the scheme, the planning board will very firequendy have 
to explain that some desires cannot be satisfied because the re- 
sources which they would require are needed for another and 
more urgent purpose. Everybody who studies the plan will 
easily realize that there would be more opportunities of in- 
creasing production in a great variety of fields if more labor, 
capital, and gifts of nature were available. There will be an 
agency— the planning board— responsible for the full utiliza- 
tion of resources, to which everyone can report (through sub- 
agencies, of course) if some or all of his working power or his 
equipment is unemployed, with the definite prospect that an 
adequate way of utilization will be found. Thus the plan will 
dimini sh the fear of unemployment in two ways : first, by de- 
creasing the amount of joblessness to a relatively insignificant 
figure, and second, by strengthening the counteracting forces, 
through a continual demonstration of the importance of 
greater productivity. Production will appear as that which it 
has always been fundamentally, namely, production for use. 

This is a prerequisite for a rational economic policy in a 
democratic country. Under an absolutist regime we might 
perhaps be satisfied with the guidance of an unseen hand that 
leads men to goals very difierent from those which they be- 
lieve themselves to be pursuing; for instance, to a promotion 
of the consumer interest while they think they are only serv- 
ing their own interests as producers. But when all have a voice 
in the common afiairs, the results of individual action are not 
all that matters. The ideas behind such action are also impor- 
tant, since if they are in error, they may induce the individuals 
as ritivens to support a course of action wrong for the com- 
munity. Because unplanned capitalism overemphasizes the 
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sellers’ point of view, even the propagandist genius of Cobden 
and Bright could obtain only a temporary success. Because an 
economic plan makes it perfectly clear that we have scarcity 
of resources and not of opportunity to utilize them, it makes 
possible a policy which calculates the cost of any privilege that 
a group of producers may demand and thereby greatly de- 
creases the probability that any such privilege will be granted. 
The disappearance of fallacies which give the seller’s point of 
view undue weight will in itself strengthen the political forces 
on which a rational economic policy can be based. However, 
the weakness of these forces in the present economy is not 
wholly due to wrong ideas which mislead the general public, 
but also to the greater ability of those interested in protection 
and s imil ar privileges to form pressure groups. The producers 
who have to gain from a tariff know it and act accordingly. 
The consumers who are to foot the bill rarely know their loss 
in advance— is any consumer aware in how many ways a tarifi 
on steel can affect his purse .'’—and they are slow to oppose the 
protectionist demand. Moreover, as a seller, each person is 
concerned with just one commodity (or a group of related 
commodities), and knows that his economic position depends 
on the marketing possibilities of this particular kind; as a 
consumer, however, each person is interested in a very large 
number of goods, and he does not feel too dependent on any 
one particular commodity. Consequently, the producers’ ac- 
tions are concentrated and the consumers’ actions diffused and 
therefore relatively inefiective. 

The national economic plan will show the consumers the ‘ 
price of protection before the tariff is adopted, and it will bring 
home to them that they must not think in terms of protection 
of this or that specific article but rather of a depreciation of 
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their money income through a rise in prices of all the consum- 
ers’ goods which the tariff covers. 

The plaiming board, if adequately organized, will be a nat- ' 
Ural guardian of consumers. The board is constandy faced 
with the question of how to produce the maximum amount of 
the most satisfying goods with existing resources, and it cannot 
fail to realize that exchange of products with other countries 
is one of the most effective means to this end. The advan- 
tages for ail concerned of concentrating on the production of 
goods with the lowest costs will no longer be a fact ignored in 
practice although a commonplace to economists, since a public 
agency of dominating importance will find this rule a guide to 
the better fulfillment of its tasks. It is difficult to overrate the 
importance of such an agency as a rallying point for the po- 
litical forces that can support a rational economic policy. 

The pl anni ng board can play this role only if it is built upon 
right principles of organization. A good many writers enter- 
tain the idea that planning should be undertaken by represent- 
atives of the individual industries, assembled into a kind of 
national economic council.* Proposals that would make such 
councils a form of “business self-government” have probably 
no chance of success, because most citizens of democratic coim- 
tries would find it intolerable to lay such great powers in the 
hands of a comparatively small group of business managers. 
But if representatives of labor are added to those of manage- 
ment, the council gains a far more democratic aspect. 

Such broadening, however, would remove only one objec- 

® The following criticism refers, of course, only to bodies of vocationjjtl representa- 
tion, and It was almost exclusively in this sense that the term “economic council” 
was used until very recently. The Employment Act of 1946, however, applies the 
term to a body of experts, which actually constitutes a plannmg board. For a discus- 
sion of this Act, see below, pp. 220 ff. 
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tion to the economic councils. Even when they are not palpably 
undemocratic, they are not an adequate representation o£ the 
different economic interests according to their real weight, be- 
cause they are still composed of representatives who think of 
themselves as sellers of individual commodities. These bodies 
are not likely to abolish economic privileges; they are likely to 
become a sort of exchange where the various interests trade 
votes for the mutual granting of privileges. The experience 
we have had with bodies of government by vocational cor- 
porations, from the Reichs\ohlenrca (“Federal Coal Industry 
Council,” in pre-Hitler Germany) to the National Industrial 
Recovery Administration, bears out this expectation.* The 
planning board must receive its directives from a democrati- 
cally elected legislative body, with geographic rather than 
vocational constituencies,' so that each member depends for his 
election on the votes of people of divers occupations and not 
merely of those engaged in one particular branch of produc- 

* The case against national economic councils is very much the same as that against 
industry authorities, if the latter are proposed as instrumentalities for the execution 
of the plan. (See above, pp 1 93-1 94 ) Since monopoly and tariff protection arc two 
types of economic privilege, it is not surprising that both are favored by the same 
fault m organization For valuable information on economic councils, see the study 
by Lewis L Lorwin, Advisory Economic Councils, Brookings Institution, Pamphlet 
Senes, No. 9 (Washington, 1931). For a searching analysis, amply documented, of 
the movement for business self-government, see Robert Brady, “Manufacturmg 
Spitzenverbander Eoliticd Science Quarterly, vol. 56 (1941) 

® It IS a widespread mistake to believe that the psychological and political effects 
of horizontal divisions m modern society — into workers and capitalists, or workers, 
imddlc class, and big busmess— are necessarily more dangerous than those of the 
vertical divisions, that is, into groups engaged in different branches of production. 
Naturally, if group consciousness of any kind is not balanced by awareness of the 
interests common to all groups, it may disrupt society. But class consaousness is not 
so conducive to narrowmindedness as the state of mind that may adequately be 
termed guilcfconsciousness; if we thmk of ourselves as members of a particular class, 
we inevitably take into account the interdependence of various vocational interests, 
for instance, of the different kmds of labor Whatever the ments or dements of 
Marxism m other respects, it has rendered a great service to economic progress by 
successfully combaung the guild spint among the workers. 
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tion. The legislative body must pass on the plan as it passes on 
the fiscal budget, in order to exert control over the experts on 
the planning board. 

In the present economic order the desire for economic secur- 
ity is, on the whole, greater than the desire for economic im- 
provement. The case for free trade in a capitalistic economy 
is based upon a dynamic view of economic life, upon the 
assumption that it is worth while to take chances with our 
present livelihood if we have a fair prospect of improving our 
position. But this was not the attitude of the masses even in the 
nineteenth century, and is far less so in the twentieth. Those 
who have nothing to live on for even a short time without a 
job and who have therefore to expect an extremely severe eco- 
nomic penalty if they become temporarily superfluous in pro- 
duction are not inclined to gamble with their positions. The 
sentiment of “safety first” prevails in their minds. The possi- 
bility that a rearrangement of economic activities through in- 
tensified international division of labor would increase real 
incomes has not enough attraction for them as long as they do 
not clearly see the particular place they can occupy after the 
change.' A tariff seems to be (although in fact it is frequently 
not) the best way to protect what they have, and they use it to 
“freeze” economic conditions as far as possible. 

*Thc sentiment of “safety first” is prevalent so long as matters arc decided by 
economic calculation. Under the influence of emotional impulses the underprivileged 
often accept great economic hazards, as no one who has studied the labor movement 
can fail to realize The people in the lower stratum of soaety, forced b> necessity to 
watch their steps with greatest caution m the ordinary pursuit of their vocational 
activities, wish to throw off this yoke with great vehemence when fear of humilia- 
tion, desire for power, or similar motives take hold of their imagination There is no 
doubt that the enthusiasm with which all nations threw themselves into the war in 
1914 was, at least m part, a revolt of the adventurous spirit m the common man 
against the routine of the life in shops and offices The lack of enthusiasm in i 939 
was largely due to the unwillingness of people who had been through the experience 
of the Great Depression to take risks which they thought might be avoidable. 
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An economic plan, if it fulfills its purpose, will remove the 
fear of unemployment from the worker, and the entrepreneurs 
will feel much more optimistic of the chance of being reestab- 
lished in economic life after a possible displacement. In addi- 
tion, it will give the average man a definite idea of his share 
in the general improvement that will result from an intensi- 
fied international division of labor. The worker can read in 
the plan the increase in wages made possible by concentration 
of productive endeavors upon the most favorable opportuni- 
ties, and members of other social groups will at least be able 
to form a much more reliable judgment about the probable 
rise of their incomes than they could ever gain in an unplanned 
system. 

With the risk greatly reduced and the gain far more obvious, 
people will be willing to accept the possibility of economic 
change through international trade to a far greater extent than 
they do now. This is not to say that in a planned economy we 
can expect a complete triumph of the “dynamic” attitude over 
the desire to keep things as they are. Reluctance to leave condi- 
tions to which we have become accustomed is a fundamental 
trait which can probably not be uprooted by any modification 
of the economic order— perhaps it should not be uprooted. But 
the blind fear of losing what we have, which is so strong in 
unplanned capitalism in at least its present phase of develop- 
ment, will disappear. 

p lannin g experience will not only show that international 
exchange of commodities is an excellent means of improving 
the standard of living, but will also confirm the other theorem 
of econonaic science, that isolation is a very questionable way 
of achieving economic security. Although it removes some 
sources of instability, it also removes the stabilizing influence 
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of foreign trade. If a crop failure occurs in a planning country 
which has trade relations with other countries, the deficiency 
can be covered through adjustments in the plan which provide 
for greater exportations of other goods in order to buy more 
foodstuffs. But if the planning country has cut itself off from 
the rest of the world, the effects will be far more severe, for 
then it cannot draw on the stocks of other countries to replen- 
ish its own granaries. 

Striving for self-sufficiency is irrational only when based on 
alleged economic advantages. As a means to achieve certain 
“noneconomic” ends, for instance, rnilitary security, it may be 
a perfectly adequate policy, and planning may be used as a 
technique for its execution. This was so in Soviet Russia, par- 
ticularly under the first and third Five Year Plans.’ However, 
the Soviet Union was forced to cut some of her economic ties 
with the outside world not merely because of her desire to build 
industries of military importance (even if, from an economic 
point of view, they should have been located elsewhere), but 
also through the tempo of the industrialization process. The 
great speed with which the Soviet factories were built made 
it necessary for Russia to import large amounts of machmery 
and various materials. If there had been perfect mobility of 
capital, Russia would have obtained proportionately large 
loans and could have financed these imports while keeping 

^ Naturally, the adequacy of the means is no argument for the ends Although no 
one in the western world will deny that the Soviet Union had every reason to make 
herself industrially as strong as fwssible, even at great sacrifice, it is quite another 
question whether the particular dangers against which the So\iets were arming 
during the first Five Year Plan— namely, an irammcnt attack by England and pos- 
sibly by France— were real If they were illusory, there was no justification for the 
exaggerated speed with which the country was industrialized— and in the agrarian 
sector, collectivized— in the late 1920’s and early 1930’s This speed more than likely 
detracted from the efficiency of mdustrialization and consequently from the strength 
with which the Soviet Union entered the armed conflict ten jears later. 
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the rest of her balance of payments normal. The channels 
through which capital can move across frontiers proved to be 
too narrow for the immense needs of Russia. Although she did 
obtain large sums as measured by the standards of historical 
experience in international loans, she could not borrow enough 
to pay for the industrial equipment in addition to the foreign 
goods which her consumers had bought in former years. Con- 
sequently, the Soviet Union had to cut down very severely on 
importation of consumers’ goods and at the same time had to 
force her exportations to a point that caused producers in other 
countries to cry out about “Soviet dumping.” As long as the 
methods of international transfer of capital have not been 
developed much more efficiently, every country which adopts 
a program of very rapid industrialization will temporarily 
have to ration foreign currency through exchange controls, 
import quotas, or a foreign trade monopoly, and probably to 
subsidize exports. Smee a nonplanning country can hardly 
undertake such a rapid industrialization process, the need for 
that type of foreign trade policy will only occur in a planned 
economy, but it is by no means a necessary concomitant of 
planning. Moreover, although the means temporarily applied 
are the same which are used for economic isolationism, the 
goal is very different. The Soviet Union is not trying to isolate 
herself economically; on the contrary, there is little doubt that 
she will play an increasingly important role in world trade if 
her political relations with the western world remain friendly. 
The Russian example does not support the proposition that 
full planning is conducive to protectionism. 

Our discussion, so far, suggests the conclusion that in a 
world in which planning is general, economic barriers between 
nations would either be low or would not exist at all. But what 
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technique would countries have to apply in such a world in 
order to regulate the terms of international exchange of com- 
modities ? And will this technique, or any other suitable tech- 
nique, be available, even when only one or two countries 
possess a machinery for full planning, while the rest live under 
a system similar to the present one ? If this question had to be 
answered in the negative, a country with a planned economy 
would still have to try to be self-sufficient until the day when 
the whole world adopts full planning. 

The uncertainties which arise, in the absence of planning 
abroad, from unforeseeable fluctuations in imports and ex- 
ports, are unlikely to reach proportions which would jeopard- 
ize the success of the plan in the country where it is in 
operation. Even in a nonplanning country, we know more 
about the movement of goods across the frontier than about 
many other economic processes. It is true that foreign trade 
reports, like all other statistics, refer to the past, but they permit 
the recognition of trends, and in foreign trade, trends rarely 
undergo abrupt changes. There are some instances when coim- 
tries have rapidly and unexpectedly increased their production 
of a particular commodity for sale abroad— as, for instance, 
Brazil when she raised her production of cotton by more than 
200 per cent between 1930 and 1936— but this is exceptional. 
The First World War interfered with international trade more 
than any previous event in modern history and most of all with 
the commercial relations of Germany, which was cut ofl 
from the rest of the world almost entirely for four years. Yet 
after the war, the bulk of German exports went to the same 
countries to which they had gone before; the structure of her 
foreign trade did not undergo any change comparable to the 
magnitude of the disturbance. 
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Between 1913 and 1929 there lies not only the First World 
War, but also the peace treaty and German inflation, which 
both deeply affected Germany’s internal economy. Yet if 
we eliminate those countries whose territories were greatly 
changed by the war, and Russia, where internal conditions 
went through extreme changes, the distribution of Germany’s 
exports among the various countries of destination was strik- 
ingly s imil ar, as the following table shows. 


Distribution of German Exports 


(in percent) 

1929 

1913 

Great Britain and Ireland . . . 

• • 9*9 

14.2 

Netherlands 

. . lO.I 

6.9 

United States o£ America . . . 

. . 7.4 

7.1 

France 

. . 6.9 

7.8 

Switzerland 

. . 4.7 

5-3 

Italy 

. . 4.5 

3-9 

Belgium 

• • 4-5 

5-5 

Denmark 

• . 36 

28 

Sweden . 

3-5 

2-3 

Source; Statistisches Jahrhuch fur das Deutsche Retch, 1914 and 1930. 


The most conspicuous change, namely, the decrease in Brit- 
ish and increase in Dutch imports from Germany, is probably 
no true change at all in the final destination of German ex- 
ports; it means that Holland was pardy substituted for Eng- 
land as an intermediary in Germany’s commercial relations 
with the colonial world. 

There was also some uniformity in the kinds of commodities 
exported. The tabulation on page 175 gives the value of certain 
German-exports in terms of the percentage of total exports.' 

® Owing to differences m statistical classification between the prewar and the post- 
war period, the comparison is not entirely accurate One large item, Germany’s 
chemical exports (7 i per cent m 1929)* has been left out entirely because of the 
difficulty m finding a comparable figure for 1913. 
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In spite o£ this remarkable evidence of stability in interna- 
tional trade relations, major disturbances in world politics or 
world production will, of course, deeply affect world trade. 
Just as the war, while it lasted, interrupted the exchange of 
commodities or entirely changed its character, so did the Great 
Depression exert a tremendous influence on commerce. Ex- 
ports and imports cannot remain stable in an unstable world, 
yet they are not themselves sources of instability. Since even 


Value of German Ejcports 


(vn per cent) 

1929 

1913 

Iron goods, exclusive of machinery . . 

. 145 

13.2 

Machinery 

. 9.2 

7-4 

Cloth 

. 8 0 

9.1 

Coal and coke 

Source Statistisches ]ahrbucht 1914 and 1930. 

. 64 

6.6 


after an economic earthquake like the First World War the 
old trade relations tended to restore themselves, there is little 
reason to fear that a planning country will encounter major 
diflEculties because of unexpected changes in its opportunities 
to buy or to sell abroad within the few years of a plan 
period. Perhaps a reservation should be made for monoculture 
countries, which may suffer greatly if a substitute product 
appears on the market, although there is hardly any instance 
where such an appearance has been so sudden as not to permit 
time for adjustment, if such adjustment was at all physically 
possible. But no country with diversified foreign trade encoun- 
ters a substantial risk of having to abandon its plans because of 
changes in another country, and it need not build walls around 
its territory to avert this alleged danger. 

A planning country has even a fair chance to shift the re- 
maining miuor risks to its partners in trade, because of the 
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strength of its position in commercial negotiations. If, under 
the present economic system, the United States offers Argen- 
tina a reduction of the tariti on beef, this does not necessarily 
mean that the meat importers in the United States are going 
to buy substantially more beef from Argentine cattle ranchers. 
It means only that the government has made it easier for those 
importers to purchase Argentine beef, and there may still be 
circumstances which will prevent them from taking much 
advantage of this opportunity. If, however, the United States 
had a national economic plan, the trade agreement would be 
followed by the insertion in the plan of increased consumption 
figures for beef, and even without a formal purchasing con- 
tract this would almost amount to certainty for the Argentine 
producers that they could sell more of their produce in the 
United States. 

A trade concession made by a planned economy in good faith 
means, therefore, far more than a seemingly identical conces- 
sion made by an unplanned economy. (If the concession is not 
made in good faith, a planned economy has possibilities of 
nullifying the efiects of any reductions in the tariff, but if the 
plan is published in all its details, the fraud would soon become 
obvious.) During the Great Depression, attempts were made 
by nonplanning countries to supplement their trade conces- 
sions with guarantees that a stipulated quantity of imported 
goods could be sold. The successes of the Soviet Union in her 
negotiations with Germany and other countries had shown 
how greatly every exporting country valued the assurance that 
it would be able to sell a definite quantity; and since all coun- 
tries tried to limit imports as much as possible without losing 
too much of their export markets, it seemed an excellent device 
to ojffer little in quantity but to make the concession more valu- 
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able by adding the guarantee that within these narrow limits 
sales would actually take place.* The widespread substitution 
of quota restrictions for tariff protection seemed to facilitate 
the sales guarantee. When the government of the importing 
country (A) had already formed an opinion of the quantity 
of foreign product from country B that the domestic market 
could receive without too great a depression of prices, it seemed 
a relatively small step to change the permission to import a 
certain quantity from B into a real purchase by A. The devel- 
opment of exchange regulations, which made it necessary to 
connect the supply of foreign currency with the granting of 
quotas, reduced the difference even further. Yet the difficulties 
of assuring the sale of a definite quantity on an essentially 
unplanned market proved to be so great that not much came 
of the whole idea previous to 1933. Then the Nazi regime in- 
creased the degree of internal regulation in Germany and also 
made at least some effort at systematic anticipation of economic 
developments, thereby creating the presuppositions for a wide- 

® A good example can be found in the commercial treaty between Germany and 
Poland, signed in March, 1930 One section of this treaty, which was intended to 
terminate a “tariff war” of several years* duration, provided that 200,000 hogs could 
be annually exported from Poland to Germany, and that these would go directly 
to sausage factories The factories, through the Reichsverband der deutschen Industrie 
(“National Federation of German Industries”), gave some sort of pledge that they 
would purchase the full quantity (See Der deutsche Volkswirt of March 21, 1930 ) 
The particulars of this interesting arrangement between the sausage factories and 
the two governments have unfortunately not been published The treaty was not 
ratified 

In the middle of the 1930’s, the Netherlands obligated themselves in commercial 
agreements to have their import monopoly agencies—established as an emergency 
protection for domestic producers— buy stipulated quantities of commodities from 
various other countries. Their treaty with the United States contained a commitment 
to buy in this country a quantity of wheat flour equivalent to not less than 5 per cent 
of the annual total wheat flour consumption in the Netherlands (and also a quantity 
of milling wheat equivalent to not less than 5 per cent of the annual total consump- 
tion of foreign milling wheat in the Netherlands). See Margaret S Gordon, Barriers 
to World Trade, A Study of Recent Commercial Policy (New York Macmillan, 
1941), P 311. 
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spread use of sales guarantees in German negotiations of trade 
agreements with foreign countries. 

These events give some indication of what might happen in 
commercial relationships between countries with a planned 
and an unplanned economy. The planning country will give 
its partner assurance that it will take definite quantities from 
the latter, and it will naturally try to obtain as much certainty 
for itself as possible. There will thus be pressure upon the non- 
planning countries to guarantee purchases. They may meet 
this by granting additional advantages in order to outweigh 
the risk that the tarifi concessions may not result in a propor- 
tionate increase of actual sales, but this way is very expensive 
for cotmtries without a plan. Therefore, they will tend to fall 
back on sales guarantees, but they cannot put them into effect 
without a considerable amount of domestic regulation, and 
the latter calls for systematic anticipation of its effects— eco- 
nomic planning. In this way national economic planning, if 
established in one country, will have a tendency to spread to 
other countries for which commercial relations with the plan- 
ning state are essential. 

In c omm ercial agreements between two countries with full 
planning, provisions about tariffs will be reduced to minor 
importance. There will not be the same tendency as today to 
make tariffs excessively high. Consequently, exporting coun- 
tries will not need the same safeguards against protectionism. 
Moreover, a low tariff would be of litde significance if the 
plan made no provision for the use of imported commodities. 
The main purpose of commercial negotiations between plan- 
ning countries will be the exchange of information on intended 
expansion or contraction of industries, and the resulting trea- 
ties will contain definite commitments on supply and purchase. 
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Country A will inform country B that it is going to invest 
money in the production of, say, automobiles, and that there- 
fore after some period the purchases of automobiles from 
country B will decrease or cease entirely; that A would be glad 
to expand its chinaware industry if B were willing to increase 
its importation of that commodity; that A expects to consume 
more butter, electric bulbs, and newsprint which might well 
be imported from B; and that A will not be in a position to 
supply B with as much dried fruit as it did in the past, because 
it expects an increase of domestic demand for that commodity. 
Country B, if it thinks it worth while, may try to induce A to 
contmue trade relations on the former basis by offering lower 
prices for automobiles and higher prices for dried fruit or by 
making other concessions. These negotiations may be just as 
much a display of shrewdness and hard bargaining as trade 
negotiations between countries today, but the aims of the 
parties will be different. Since the plan reveals to each of them 
that it is necessary to economize on resources and not on oppor- 
tunities of employment, they will look upon exporting not as 
something desirable in itself, but as a means to obtain imports. 
Therefore, they will not seek their advantage in getting nd of 
as many goods as possible through foreign trade but in receiv- 
ing as many commodities as possible of the desired groups for 
as few commodities as possible of the groups that each country 
can spare. Competition for export opportunities will not cease, 
but will be dominated by the idea that resources are limited 
and will, therefore, be keen only when export offers a chance 
to secure larger-than-average compensation through imports. 

If all important countries have planned economies, they will 
probably set up a system of international planning, by creating 
some sort of international agency for the drafting of schemes 
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for development. This body may or may not be also charged 
with executive fimctions in relation to the schemes. If the 
future political organization of the world has the character of 
a close federation, the international planning commission May 
well be given executive powers; in a loose organization the 
individual states will probably reserve this responsibility for 
themselves, aside perhaps from establishmg an arbitration 
court to decide whenever one country feels that another is not 
doing its part under the common scheme. In any event, the 
international agency should visualize the economic problems 
of the world as if no boundary lines existed. Smce frontiers do 
exist, this can only be a first approach, and before a workable 
international plan is presented, all sorts of concessions will 
have to be made to such interests as national defense; yet there 
is great value in having the first draft conceived without regard 
to political divisions. The international agency would endeavor 
to find out where every commodity could be produced with 
the least social cost and where investment of capital would be 
most promising. There may be great tasks of economic devel- 
opment which surpass the resources and even the ordinary 
borrowing capacity of any nation, and it may well be desirable 
that for a time the economic strength of all nations, as far as it is 
not needed to satisfy current consumers’ wants, be concentrated 
upon such an effort. It will be the duty of the international 
agency to suggest undertakings of that kind and to submit 
proposals for the mobilization of resources and for the organi- 
zation of the common effort. 

Nations which have realized the advantages of planning 
can hardly fail eventually to create such an mstrument, since 
it will contribute much to the effectiveness of their economic • 
efforts. Yet international planning— that is, planning by an * 
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I international agency“— is only a useful implement to, and not 
I a presupposition of, successful national planning. 

It would be a mistake to assume that an international agency ‘ 
is as essential in coordinating the plans of individual nations 
as a national planning board is in coordinating the activities 
of individuals. The shortcomings of an unplanned national' 
economy result from the inability of any one person to know 
the intentions of the others and therefore to foresee the condi- 
tions on which the success of his own plans depends. If national 
planning is general, every nation will know what the others 
intend to do, for national plans could not be kept secret even 
if it were desired, and there will rarely be any such wish. With 
a reasonable degree of common sense, technical economic 
knowledge, and conciliatory spirit, the necessary modifications 
of the national plans can be obtained through mutual under- , 
standing. National planning, therefore, need not wait for a 
development of the international spirit that would make inter- 
national planning possible.There will even be some advantages 
in having national planning established for a considerable time 
before an attempt is made to plan internationally, so that 
national plans may offer a solid foundation for world-wide 
schemes. 

Exceptional conditions may necessitate a deviation from this^ 
sequence. It is still uncertain to what extent national planning 
will be introduced in the near future, but there are already defi- 
nite indications that internationd planning will be attempted. 
The Economic and Social Council of the United Nations will 
hardly be able to fulfill its tasks without trying to assemble at 

“ Occasionally the term international planning is used in so broad a sense that it 
includes any attention paid to international relations by planning countries In my 
opinion, the term should be reserved for an arrangement in which a plan-makmg 
agency, if not a plan-executing agency, exists as an international instrument 
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least the rudiments of an international plan. Henry Wallace 
once suggested that die principle of the “ever-normal granary” 
be applied to world production of agricultural goods and raw 
materials. He, like others, thinks that the controls created in 
wartime for production and commerce should be continued 
and made to serve the needs of peace. Most of these ideas are 
still vague and many of them quite impracticable, but they 
suggest a question which must certainly be discussed: Is it 
possible to plan on an international scale without an estab- 
. lished system of comprehensive national planning.? 

The argument for a negative answer to this question is 
obvious. International exchange of goods depends on domestic 
production in individual countries. If we have no machinery 
to anticipate the development of production in individual 
countries, we cannot hope to know in advance the future of 
international commerce or even to estimate with any degree 
of certainty the effects of our own foreign trade policies. A 
postwar reconstruction agency in charge of the distribution of 
capital throughout the world might work on the presumption 
that industries which were doing tolerably well during the 
1930’s are worth rebuilding, and it might thus reconstruct the 
Coventrys and Bremens of the Old World. But even in the field 
of postwar reconstruction proper this principle offers only a 
limited amount of guidance. How many of the English textile 
factories should be rebuilt, considering the distressed condi- 
tion of the textile industry even previous to 1929 ? What should 
be done with the rubber plantations of the Netherlands East 
Indies, if the United States, and perhaps Britain too, establish 
their own synthetic-rubber industries ? If we knew how many 
more suits and dresses people are going to wear in years to 
come or how many more automobiles will be operated in such 
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lands as China or the less motorized countries of Europe, we 
could answer these questions, but that knowledge requires 
national planning in the potential customer countries. Thus, 
at tKsst, an international planning agency charged with post- 
war reconstruction would have to leave some very urgent prob- 
lems unsolved, so long as the individual countries do not plan. 

What would international planning, unsupported by na- 
tional planning, be able to achieve for the postwar emergency ? 
We may take some suggestions for an answer from an analysis 
of the past. In the first phase of the Great Depression, an inter- 
national planning board might have called attention to the 
dangers resulting from the large amount of international 
short-term loans, and might thus have mitigated the severity 
of the credit crisis which came in 1931. It might have urged 
the lenders to realize that the whole credit situation in the 
debtor coimtry must be taken into account, that, in order to 
have a safe creditor position, a creditor cannot protect himself 
by lending only to personally reliable borrowers, since a gen- 
eral collapse might impair the ability of the Central Bank in 
the debtor country to provide the foreign currency for the 
repayment of the debts. Generally speaking, an international 
agency, gathering whatever information exists about the indi- 
vidual countries and forming an opinion as far as the material 
warrants, may discover some mistakes which banks or indus- 
trialists are making because their information is even more 
incomplete than that of the international agency. That may 
be useful enough to justify the establishment of such agencies, 
even if we cannot overcome the obstacles in the way of national 1 
planning. Then, however, we shall not have taken any deci- 
sive step toward greater economic security and must wish that 
the international agencies will know of their limitations. 
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So long as there is no national planning in the individual 
coxmtries, there is no clear dividing line in economic forecast- 
ing between guesswork (often disguised as intuition) and gen- 
uine calculation, and therefore optimism or pessimism and all 
sorts of wishful thinking may distort the judgment of respon- 
sible men. An agency equipped with international authority 
but unable to check its guesses by any accurate means must 
confine itself to the correction of obvious errors in international 
transfer of capital and in trade policy and forego all ambitions 
to direct world production. Such a restriction of tasks is not 
only necessary to avoid mistakes, but also to prevent deliberate 
misuse of an international institution— or the suspicion of such 
misuse, which is nearly as dangerous. Since, in the absence of 
national plans, the path of economic reason is not clear for an 
international planning agency, it is difl&cult for public opinion 
to recognize it if the agency leaves that path to follow the dic- 
tates of special interests. It is equally difficult for the agency 
to prove that it has tried its best to stay on the path and has 
resisted the temptation to dispense special favors. If we re- 
member how the nations in the Great Depression revolted 
against the gold standard, which was not a machinery subject 
to deliberate misuse but only a coordinating mechanism of a 
neutral character, we must expect a great deal of mistrust and 
resentment against an international planning commission, so 
long as the latter cannot be fully controlled by the individual 
nations, which is only possible if these nations have plans for 
their domestic economies. 

The attempts at international planning and some related 
activities of international agencies vdll very likely furnish an- 
other stimulus for the development of national plans. Perhaps 
the best example is the International Bank for Reconstruc- 
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tion and Development, created by the agreements of Bretton 
Woods. For the development of international planning proper, 
the Bank is probably of less importance than the Economic 
and Social Council, smce only specific needs of individual 
countries will lead to applications for loans which the B a nk 
has to consider. The financial resources of the Bank are so 
limited that it will not be able to mobilize a substantial part 
of existing physical resources. Consequently, the Board of 
Governors and the executive oflScers of the institution will have 
little reason to develop anything like a global plan showing 
which resources should be used for which needs. But in decid- 
ing on loan applications the Bank will often have to request 
the applying country to submit very complete data about its 
prospective development— data which will contain the essen- 
tial elements of a national plan. This is true, at any rate, if the 
Articles of Agreement, constituting the charter of the Bank, 
will be administered with respect not merely for the wording 
of the provisions but also for the underlying intentions. 

In making or guaranteeing a loan, the Bank shall pay due regard to 
the prospects that the borrower . . . will be m a position to meet its obli- 
gations under the loan; and the Bank shall act prudently in the interests 
both of the particular member in whose territories the project is located 
and of the members as a whole.“ 

In the nineteenth century a like provision would have merely 
obligated the Bank to ask for reasonable guarantees that the 
government of the borrowing country would keep its budget 
balanced over the average of the years until the loan was re- 
paid, and that it would not arbitrarily deviate from.the gold 
standard. If, furthermore, careful examination had revealed no 

Articles of Agreement, International Bank for Reconstruction and Development. 
Article III, Section 4, no, (V) 
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probability of an adverse change of the country’s trade balance, 
the Bank would certainly have felt entitled to grant the loan, 
for in a period of rapid and almost continuous growth of popu- 
lation, production, and commerce only irresponsible action or 
exceptionally unfavorable events were in any way likely to 
prevent the repayment. Today, prudence requires greater pre- 
cautions. The world has lost its expectation of uninterrupted 
growth, and all sorts of catastrophes are ■within the limits of 
plausibihty, if not probability. Will the borrower coxmtry be 
able to produce a surplus of foreign exchange sufl&cient for the 
payment of installments and interest.'* The answer to this 
question, even as a mere statement of probability, involves a 
searching quantitative analysis of the country’s position and 
prospects. 

Another provision, if it is taken seriously, ■will also make 
such an analysis necessary. ‘Xoans made or guaranteed by the 
Bank shall, except in special circumstances, be for the purpose 
of specific projects of reconstruction or development.’”* This 
rule is strengthened by a sentence in the following section: 
“The Bank shall make arrangements to ensure that the pro- 
ceeds of any loan are used only for the purposes for which the 
loan was granted, with due attention to considerations of econ- 
omy and efficiency . , It will be simple enough to make cer- 
tain that, in a formal sense, the money is spent only for the 
declared purpose of the loan. If China, for instance, is granted 
a loan to build railroads, the government will have to show 
that all the proceeds of the loan are put at the disposal of the 
agency in charge of the railroad project. Presumably, the mter- 
national loan will be granted only in the amount necessary to 
pay for equipment and materials which will have to be im- 

^Iba.no. evn) ^ Ibid, Alt. ni, sect. 5 (b). 
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ported: the governments represented at BrettonWoods seemed 
to have in mind that the Bank should not try to assist the gov- 
ernments of underdeveloped or war-devastated countries in 
the mobilization of domestic resources for construction proj- 
ects but merely in the financing of purchases abroad for these 
purposes. The Bank will therefore probably insist on evidence 
that an amount of foreign currency, equal to the proceeds of 
the loan, is spent on imports of producer goods for the project. 
Reasonable certainty about these points can be obtained by 
customary auditing procedures. 

No allocation of money in the bookkeeping sense, however, 
provides a conclusive answer to the question: Was it the loan 
that made the execution of the railroad project possible, or 
would the government have built the railroads m any event, 
and through the loan was merely relieved from the necessity 
of economies in other fields .? If the latter alternative is correct, 
the sense, although not the letter, of the charter provisions has 
been violated. Perhaps these provisions should not be applied 
in their full strictness. It may well be justifiable to spare a coun- 
try rigid economies, for example, in foreign purchases for con- 
sumption, which would otherwise be necessary to make a 
vitally needed construction project possible. Many economists 
and students of international relations will applaud if the Bank 
or the contracting governments decide to revise the charter 
provisions by way of a lenient interpretation, if not by actual 
amendment. In any event, however, the Bank should know 
whether the granting of the loan makes railroad construction 
or increased consumption possible. There is no justification 
for being satisfied with evidence of a merely formal character, 
without penetrating to the actual effects of the loan. 

The effects of a loan can be judged only by comparing the 
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prospective development of the economy in the event that the 
loan is refused with the prospective development in the event 
that the loan is granted. To proceed rationally, the Bank would 
have to ask the loan-se ekin g government to submit a conipre- 
hensive development plan for its country. As a matter of good 
faith, if not for other reasons, the government would have to 
take measures for directing the economic life of the country, as 
far as reasonably possible, into the channels which the plan 
showed as desirable and which the creditors approved. Al- 
though in the highly developed, industrialized coimtries the 
fear of depression, and next to it the need for a rational and 
peaceful decision of struggles between social groups, will fur- 
nish the greatest inducement to national planning, it is quite 
possible that the desire for international loans, greatly stimu- 
lated by population pressures, will play the same role in some 
of the underdeveloped countries. 

The only reason why this is not a certainty lies in the psy- 
chological obstacles to consistent action. It is never entirely safe 
to conclude that a certain thing must be done because, if it 
were not, an institution which has been founded previously 
could not work efficiently or even without major defects. Men 
have great ability.in avoiding the implications of their actions 
for a long time, whenever these implications seem undesirable. 
Undoubtedly, the bank experts who will be on the Board of 
Governors of the International Bank are no enthusiasts for 
planning. However, the logic of history, although it does not 
make certain that men always draw the logical conclusions 
from that which they have previously done, puts penalties on 
inconsistency, and there is a considerable chance that men will 
overcome their prejudices and their wishful thinking because 
they realize that the opposite course would cost them too much. 
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I N THE UNITED STATES, as in a numbcr of other countries where 
economic life is in principle governed by competition, meas- 
ures were taken in special fields to correct the results of the 
competitive struggle by collective control based on foresight. 
Some of these measures have had a limited success. All have 
had the very beneficial consequence of calling attention to the 
potentialities of planning and of developing the begiimings of 
a planning technique. The more their limitations are realized, 
the stronger will be the urge to proceed from partial to full 
plaiming. For this reason, it is appropriate here to survey the 
most important types of partial planning and to show why 
none of these undertakings can fully achieve its purpose unless 
it is part of a complete national plan. 

In a discussion of partial planning, the question may be 
raised of who should plan. Full planning will not be tolerated 
by a modern nation except as an activity of the national gov- 
ernment. Should another agency, for instance a committee of 
entrepreneurs or of entrepreneurs and labor representatives, 
constitute itself as a planning board, it would hold the life of 
the country in its hands, provided it could obtain the powers 
necessary to secure all the relevant information for planmak- 
ing and could execute the plan when it is compiled. These 
functions and powers must not rest with a private body, which 
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can never be made fully responsible to the people at large/ 
Partial planning, however, may well be undertaken by private 
groups whose members, through the right of ownership, 
possess power to determine how certain resources shall be uSed. 
Although planning by cartels and similar bodies is possible 
and has considerable practical importance, it is not closely 
related to our main topic, which is the theory of full planning. 
The purpose of this chapter, to show the relationship of partial 
to full planning, requires only the discussion of partial plan- 
ning as undertaken by the government. 

^ In the United States, the agency which so far has come closest to assuming the 
functions of a planning board is a private one* the Committee for Economic Develop- 
ment. This Committee was established m August, 1942, by a group of business 
leaders who were convinced that the attainment and mamtenance of high employ- 
ment after the war dare not be left to chance. “To seize the opportunities for un- 
precedented peacetime prospenty m the postwar era and to avoid the real penis of 
mass unemployment or mass government employment, they believed that individual 
employers, while in no degree relaxing their efforts toward military victory, must 
begm to plan promptly, realistically and boldly for rapid reconversion and vigorous 
expansion after the war.” (“A Note on the Committee for Economic Development 
and Its Research Program,” published as an appendix to Jobs and Mai \eU, sec p 
127.) The Committee recogmzed that “to plan for the future, the businessman 
needs particularly some measure for estimating postwar demand for his individual 
product ” {Op ctt.f p 128.) The Committee tried to satisfy this need by a “postwar 
market analysis, conducted with the cooperation of many trade associations and 
leading industrial firms and covermg more than 500 finished goods products ” 
{Ibid,) The findmgs were presented in a report, American Industry Looks Ahead, 
published in August, 1945* The character of this study is similar to that of Markets 
After the War, an earlier publication by Morris S. Livingston, for which the Com- 
mittee had also acted as a sort of cosponsor with the Department of Commerce (see 
above, p. 74). Livingston’s study, however, is an analysis by a statistical expert, 
whereas m American Industry Looks Ahead the estimates are made by the leaders 
of American mdustry, with the research staff confined to the function of reviewing 
and supplementary analysis of the matenal The Committee is also fully aware of 
the importance of public pohcy for the businessman’s decisions and for the success 
or failure of his actions. The exploration of the most desirable course of government 
action IS one of the main tasks of the Committee’s Research Division The study 
fobs and Markets, with the subtitle* “How to Prevent Inflation and Depression in 
the Transiuon” (Authors. Mdvm G. dc Chazeau, Albert G Hart, Gardiner C. 
Means, Howard B Myers, Herbert Stem, and Theodore O. Yntema [New York and 
London* McGraw-Hill, 1946]), was a product of these efforts. 

The full discharge of the tasks which the Committee has assumed would require 
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Physical Planning 

Most types of government partial planning are concerned with 
th6 physical effects of present economic actions. Probably the 
oldest type of physical planning is planning for the use of 
land. As long as there have been inhabited places, where more 
than a few families live together, it has been realized that the 
construction of buildings could not be left entirely to the whim 
of the individual. This follows from two basic facts. First, it is 
a characteristic of land that the use that an owner makes of his 
own unit influences the way in which the neighboring unit 
can be used. Second, in all but very primitive economies, build- 

the compilation of a national plan. This plan would have to be far more compre- 
hensive than the market analysis contained m American Industty Looks Ahead Of 
course, the Committee has no power to compel anyone to give information or to 
comply with the plan, if one were established, although its 2,900 local committees, 
working under a Field Development Division, form a machinery through which 
considerable influence can be exerted upon the busmess community. 

At present any fears that this influence might be misused seem unjustified. The 
present leaders of the Committee represent, on the whole, the most progressive 
section of American business. In their selection of experts and in the tone and 
content of their publications they have never shown any partiality for conservatism, 
and tlieir past and present actions give no reason to suspect that they would ever 
intentionally use pressure methods to defend the status quo, or to pursue any aim 
contrary to the majority opinion of the American people It is therefore inconceivable 
that the Committee, under its present leadership, would ever strive for the position 
of a supergovernment The Committee must be highly commended for its attempt 
to develop a kind of guidance for industry which at this particular juncture could 
not be provided by the government because Congress and public opinion would not 
yet support such an extension of governmental responsibilities. If the Committee feels, 
as it most probably does, that the charting of the future course of the economy should 
be in the hands of a business organization rather than in the hands of the govern- 
ment, such a preference is very understandable in businessmen. The fact remains, 
however, that the Committee is doing a kind of work that should eventually be taken 
over by the government, because, if fully developed, it would be tantamount to 
directing the country’s economy That job, even if carried out on the basis of moral 
authority without any compulsion, would involve power over the nation’s life, and 
a private agency assuming that task, however excellent its intentions, would, through 
Its activity, narrowly limit the government’s freedom of action even m the strictly 
political sphere Such a state of affairs would be intolerable m a democracy. 
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ings are durable, and the effects of mistakes cannot be cor- 
rected for a long time, except with excessive loss. 

Physical planning for the use of urban land can do much to 
prevent mistakes which might otherwise seriously affect the 
life of the co mmun ity for a long time. When new buildings 
are erected, the width of streets should be determined not 
merely by the present amount of traffic but by the probably 
greater amount that can be foreseen for the next decades. 
When a new residential district is opened, assurance should 
be given that the immediate neighborhood will be kept free 
from factories creating noise or smoke and that, if the sur- 
rounding land is opened for settlement at a later time, enough 
parks, schools, and traffic lanes will be provided for accessibil- 
ity and a sound community life. Otherwise, people might hesi- 
tate to move into the new homes. 

Yet, although it is possible to avoid obvious mistakes, no one 
can, even in these relatively simple problems, determine the 
optimal solutions with any degree of certainty through mere 
physical planning. The extent of any future need for which 
land may be used depends on economic conditions. It is true 
that, whatever the general industrial situation, we shall need 
larger airfields in the vicinity of our big cities, since, for tech- 
nical reasons, aviation is undoubtedly bound to make progress, 
and even in a greatly deteriorated economic situation society 
would not entirely forego the advantages of these technical 
improvements. It is safe to assume also that the big cities will 
need still wider streets and more parking space, since trucks 
and automobiles are likely to become technically still more 
perfect, thereby less expensive to operate and more easily util- 
ized. Thus people will seek the most advantageous location 
for dwelling as well as for production purposes, even if this 
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requires more hauling of goods and more personal travel. Yet 
aviation will grow more rapidly if people have much money 
for travel, and street traffic will be far greater if prosperity 
iifcreases the amount of goods and the number of workers that 
are to be moved than if depression exerts a diminishing influ- 
ence on both. The need of a city for new residential and factory 
districts depends not only on the general economic develop- 
ment, but also on the fate of particular industries that are likely 
to be established there. 

There are similar problems relating to rural land. Some 
unquestionable mistakes mere physical planning can avoid. 
Some of the wasteful practices in American agriculture and 
forest exploitation would not have been justified by any eco- 
nomic conditions, and an advance calculation of their physical 
eflects might have aroused public opinion to preventive meas- 
ures much earlier. Yet to determine how much of each crop 
the United States needs depends on her foreign trade policy, on 
the purchasing power of her urban population, on the develop- 
ment of agriculture in countries with competitive production, 
and on a number of other factors outside the realm of merely 
physical considerations. 

Even in such a seemingly unambiguous activity as reforesta- 
tion of cut-over areas only gross malpractices can be ruled out 
by physical planning alone. Any more accurate determination 
of the line between what ought and what ought not to be done 
depends (aside from other factors such as the probable imports 
of timber, the prospects of the woodworking industry, etc.) on 
the rate of time preference. If this rate is low, it will justify 
great present effort to produce timber for the future, even 
though timber does not mature for seventy or eighty years. 
With a high time preference only the most suitable forest land, 
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readily accessible and likely to bear the most valuable trees, 
should be reforested. 

The limitations of strictly physical planning are equally im- 
portant in resources other than land, for instance, sources of 
energy or mineral deposits. Up to a point physical planning 
can improve methods by pointing out the long-range physical 
effects, but to determine the amount of conservation and the 
degree of restriction that should be imposed on present ex- 
ploitative practices, economic decisions arc required which 
cannot be supplied by purely physical considerations. These 
decisions must be based on a survey of all production and con- 
sumption and an estimate of their development which requires 
calculation in value umts as well as in physical quantities. 

Regional Planning 

There are types of partial planning that are not of a merely 
physical character. The planned sector of the economy may 
be not the sum total of the processes by which a given physical 
resource is utilized but the economy of a given region or of a 
given social sector. Regional planning, it is true, need not be 
economic. It is sometimes confined to the investigation of the 
physical effects which the exploitation of one resource may 
exert upon that of another; for instance, the utilization of 
water on land used for agriculture and settlement. But regional 
planning can be economic, that is, it can include decisions, 
reached through value calculation, on the relative desirabil- 
ity of technical processes among which the community must 
choose. This implies that the planning agency tries to antici- 
pate distribution of income, the way in which it is spent by 
the people in the region, and the ways in which these people 
earn their living. The outstanding example of regional eco- 
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nomic planning is the Tennessee Valley Project, as originally 
conceived. Although subsequently the degree of guidance of- 
fered to the local population was so greatly reduced that the 
TVA became more nearly a regular power-dam project, the 
broader aspects did not disappear entirely. 

It is not an accident that regional economic planning was 
first developed around a water-power project. The question 
of how an ample supply of electricity can best be used touches 
upon the economic life of society in nearly all its phases. More- 
over, the construction of a power dam is related to problems 
of irrigation and thereby of agricultural land use, and since in 
the TVA and other projects, places of habitation had to be 
submerged in newly created artificial lakes, questions of reset- 
tiement and city planning were necessarily raised. Neither 
consumption of electric power nor the proper mode of dwell- 
ing nor agricultural or industrial production for the local 
market can be effectively planned without calculation of the 
income of all social groups in the region. Regional planning, 
therefore, if centered around a large power-dam project, nec- 
essarily becomes plannmg in terms of dollars as well as of 
kilowatt hours, tons of grain, acres of land, and number of 
dwelling units. 

Although regional planning of the TVA type has overcome 
the limitations of merely physical planning, other limitations 
obviously remain. How much of a particular product the 
people of, say, the Tennessee River Basin, can buy depends on 
the marketing conditions for their own products in the rest of 
the country, and on the prices that they are charged-for essen- 
tials in other parts of the United States. The regional planning 
board may have some indirect influence on these factors. It 
may, for instance, secure low prices for electrical appliances 
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from producers outside the region, as the TVA tried to do,” 
and it may try to find new markets for the commodities which 
the region has to sell, or may organize price-maintenance or- 
ganizations if there are no legal or material obstacles. Yet these 
efforts can have only a limited effect, and what is even worse, 
the regional planning agency lacks means to discover in time 
tendencies that might be dangerous to its plans, if these tend- 
encies originate outside the planned sector. A deepening of the 
depression could have wrought havoc with many aspects of 
the scheme which the Teimessee Valley Authority developed 
for the people in the region, and even more so if the scheme 
had been as comprehensive as was at first planned. If a similar 
regional plan were established in the Pacific Northwest, an 
imexpected reduction in the operations of the sawmills, caused 
perhaps by shifting of some industries from wood to plastics 
or from brick-and-wood to steel-and-concrete construction, 
might vitiate the assumptions of the regional planning board 
concerning the purchasing power of the population of Wash- 
ington and Oregon. 

What has been stated about the possibility of national with- 
out international planning has no analogy in the relationship 
of regional to national planning. It rarely happens that for- 
eign trade plays as large a part in the economy of any nation 
as the exchange of goods and services with the rest of,the 
United States does in the economy of the Tennessee or Colum- 
bia river basins. A national economy, kept together not only 
by a common customs line but also by a common credit and 
currency system, is a unit with which, so far, nothing in the 
international sphere can compare. Whereas movement over 
the national borders is controllable, it is in the nature of a na- 

*The attempt was made in 1934 through the Electric Home and Farm, Inc , a 
TVA subsidiary. 
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tional economy that goods should move free and unregistered 
from and to points withm the frontiers, as from Nashville to 
New York and from Seatde to New Orleans.” 

Planning for Social Groups 

Planning for a social rather than a geographical sector in the 
country has not in reality developed beyond an embryonic 
stage, but there have been elaborate suggestions for one such 
type of planning— namely, a production system in which the 
unemployed work for the satisfaction of their own needs. The 
most complete of these “production-for-use” schemes in the 
United States is Upton Sinclair’s “Epic” plan.* The outlines are 
simple. The state takes over, with compensation, tmused plants 
where the unemployed can produce their own clothing, shoes, 
furniture, and household equipment. Farms foreclosed for 
overdue taxes can in the same way be used for production of 
food. Through a careful calculation the agency m charge of 
the scheme must find out how much of each kind of good is 
needed. This unemployed sector is then able to satisfy the 
mam needs of its members by itself, but must stiU receive some 
supplies and services from the outside, at least electricity, both 
for factory and household use, and railroad transportation. 
There are two ways of providing means of payment for these 
purchases. Either the unemployed sector must be permitted to 
sell some of its products to the outside world, or it must re- 
ceive subsidies from the government which would still leave 
the Treasury far better off than it would be with an ordinary 

® This postulate is not completely satisfied, because of interstate trade barriers But 
the latter are, of course, not comparable in significance to international customs lines. 

* Upton Sinclair, T^he Epic Flan for California (New York: Farrar and Rinehart, 
1934), In 1931 the late Dr Emil Lederer, then professor at the University of Berlin, 
submitted a basically similar scheme, which, for a ume, was even favorably looked 
upon by the Reichsbank as preventing the popularity of inflationary projects. 
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relief system. Some sort of special scrip or bookmoney would 
have to be used to distribute the products within the emergency 
sector according to labor performed, but it would be necessary 
to prevent the uncontrolled exchange of this special money for 
regular money, otherwise demand for goods within the emer- 
gency sector would be undeterminable. 

It is to be regretted that no serious attempt has ever been 
made to put a production-for-use scheme to a real test. It is 
impossible to say whether or not the experiment would have 
been successful, but the hopes of Sinclair and the fears of his 
opponents were equally exaggerated. The Epic plan could not 
possibly have undermined the capitalistic order. The plants 
that are out of use in a depression are, with relatively few ex- 
ceptions, the less efficient plants, and the average unemployed 
worker is not so efficient as the average employed worker. 

Moreover, production would have to be carried on in plants 
dispersed over a whole region (in Sinclair’s scheme, the State 
of California) and not originally destined to be operated as a 
sort of unified concern. A shoe factory near San Diego might 
depend on its leather supply from a factory near the Oregon 
border, and unnecessary transportation costs would be the 
consequence. Certainly the wages which could be paid in 
the sector of emergency work would be lower than those 
in the “normal” sector, and most people employed in emer- 
gency work would be on the lookout for “normal” jobs. The 
greatest danger of the scheme would have been the temptation 
to misinterpret it as a test of the potentialities of p lanning . 
Its shortcomings would then have been taken as a confirma- 
tion of a complacent attitude that opposes any change in the 
social order because it takes for granted that nothing better 
than the existing order can ever be constructed. 
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Technical failure of the production-for-use scheme might 
well result from uncontrollable influences which events in the 
emergency sector would exert upon the “normal” sector or 
vice, versa. If goods produced in the emergency sector are not 
offered in the same proportions as consumers desire them— if 
there is, for instance, a relative oversupply of clothing and an 
undersupply of food— people will try to sell their clothing at 
secondhand stores or directly to consumers and use the pro- 
ceeds for the purchase of food. Thus normally paid labor in 
the textile and clothing industries would be undersold by labor 
on an emergency schedule of wages, and new unemployment 
would be the inevitable consequence. It is hard to imagine that, 
with the very limited choice of plants available, the produc- 
tion in the emergency sector could be entirely balanced. This 
does not necessarily mean that production for use is impossible. 
The advantages of the emergency scheme maybe great enough 
to outweigh some serious inconveniences and even some dis- 
placement of labor in “normal” industries; yet the danger of 
creating too much disturbance in the unplanned sector imposes 
limitations on the emergency scheme. If available facilities per- 
mit a large production of textiles, but not a compensatory pro- 
duction of food, the danger that large quantities of dresses and 
suits might be sold or bartered for food which is still more 
urgently desired will necessitate a curtailment of clothing 
production in the emergency sector long before all clothing 
workers are employed or all want for clothing satisfied. 

Events in the “normal” sector might easily disturb the mech- 
anism of emergency work. In the first place, every, improve- 
ment of employment conditions in normal industry will attract 
workers who have so far been employed in the emergency 
sector. If these represented ordinary, unskilled labor, there 
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would be no great damage, but most likely it will be the best 
of the emergency workers, the men and women with some 
training, who will jfirst be absorbed into regular work. This 
will deprive the emergency sector of the most efficient part of 
its man power and will force it to depend still more on sub- 
marginal labor. It does not even take a change in the general 
business situation to aflFect the operation of the emergency 
scheme. If technical improvement in the “normal” sector 
makes possible a decline in the price of some commodities 
which pay an important role in emergency production, say 
clothing, the emergency workers will be tempted to use part 
of their cash allowance or permitted dollar earnings for the 
purchase of this article rather than to take it from the emer- 
gency sector. Such a change in the spending pattern can be pre- 
vented only by cumbersome and obnoxious control measures. 
The difficulties arise not merely because developments in the 
“normal” sector might affiect the emergency scheme, but be- 
cause in the absence of any machinery for planning in the 
“normal” sector, developments in this sector cannot be fore- 
seen and cannot probably be even recognized in their begin- 
nings, so that timely adjustment in the emergency sector is 
impossible. Moreover, adaptation of plants to ch an ging condi- 
tions requires investment, and since the emergency scheme is 
only a stopgap, substantial investment is out of the question. 

This is not an exhaustive study of partial pl anning , but the 
point which is most important for the purpose of this essay has 
probably been sufficiently illustrated: that the greatest diffi- 
culties and weaknesses of all partial planning result from the 
connection between the planned and the unplanned sector. It 
is impossible to prevent the measures taken in the plaimed sec- 
tor from afiecting the rest of the economy and vice versa, yet 
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it is equally impossible for the planning agency to undertake 
any systematic anticipation of these effects because it has in- 
suflScient knowledge of developments in the unplanned sector. 

A 

Credit Planning 

In the introductory analysis of the purpose of p lanning , we 
mentioned planning for the supply and use of credit as one of 
the suggested alternatives to planning of production. The aims 
of credit planning are not exactly analogous to those of other 
types of partial planning. The intention here is not merely to 
correct some maladjustment in the credit sphere itself— as lan d 
planning is intended to remedy malpractices in agriculture or 
urban building— but to stabilize the whole economy through 
the steering mechanism of credit regulation. Thus the purpose 
of credit planning is the same as that of full national planning. 
If it could really achieve this purpose, it would represent a most 
useful short cut, enablmg us to avoid a great many difficulties. 

The case for credit planning as a substitute for production 
planning is based on the function of credit in providing the 
community with money. There are three basic ways in which '• 
the circulation of money can be increased: first, production of 
precious metal when the latter is a means of payment; second, 
public spendmg of new paper or bookmoney' created on the 
government’s own authority; and third, lending newly cre- 
ated money.” The last way is on the whole the most important. 
Every textbook on money and banking shows the processes 

® Instances in which the government borrows from the Central Bank may be re- 
garded as a hybrid form between types two and three Technically, the^overnment 
IS granted a loan when it exchanges its own certificates of indebtedness for the notes 
or for the bookmoney of the Central Bank Actually, the Central Bank has received 
Its powers from the legislative branch of the government; of the earnings, a sub- 
stantial part, if not the whole, flows into the public treasury, and, most important, 
the Central Bank rarely finds it possible, even if it possesses the legal right, to refuse 
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through which various forms of loans result in an augmenta- 
tion of tiie means of exchange. The simplest form is increased 
purchase of commercial paper by the Central Bank of Issue. 
This purchase means, of course, a loan, for the bill of exchange 
is created when the buyer of merchandise is not able to pay 
cash, whereas the seller needs cash. Therefore, the bill is given 
to a hank which advances the amount. In the typical transac- 
tion, the bank would not be willing to grant the advance if it 
were not certain that the Central Bank of Issue would, if neces- 
sary, relieve it from its creditor position by purchasing the bill. 

It has long been recognized that private banks also have 
power to create money, although this power is not stipulated 
in any law and extends only to bookmoney. If they lend the 
major part of every deposit that is made with them, as private 
banks attempt to do in the course of their business, a great in- 
crease of the available means of payment is involved, since the 
depositor can draw on his deposit to its full amount and the 
borrower can draw on that part which was granted him as a 
loan. Moreover, a large part of the loan is sure to revert to the 
banking system in the form of new deposits, with which the 
same operation will be repeated. The businessmen who re- 
ceive the loans pay wages, salaries, rent, and dividends, and 
earn profits, and in this way the money which the banks have 
created finds its way into the consumers’ pockets. An increase 
in bank loans, therefore, produces an increase in purchasing 
power. For this reason many economists believe that credit 
policy can be used as a regulating instrument to turn the un- 
dulatory movement of business life into a straight-line trend. 

a request for funds from the government Therefore the procedure closely resembles 
an intragovernmental operation The followmg discussion will make it clear why 
this hybrid form, even more than the pure type three, is particularly significant for 
the purpose of our analysis. 
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The only agency which would be able to undertake this 
regulation is the Central Bank of Issue, with the backing of 
the government. However, since the Central Bank is not the 
only producer of credit, there is the question of whether it has 
enough power over the private banks to keep them in line with 
its own policy. In the nineteenth century, there might have 
been justified doubts on this point, but in the meantime the 
hands of the Central Bank, as the agency which creates cash 
and usually administers the bulk if not the totality of the gold 
and foreign exchange reserves, have been very much strength- 
ened not merely by new laws but also by the course of economic 
events. Central Bank control of private credit institutions is 
now not merely assured by technical means, such as changes 
in rediscount rates and reserve requirements, but most of all 
by the knowledge of the private banks that situations may 
arise in which their existence will depend on assistance by the 
Central Bank. No prudent bank manager will therefore give 
the Central Bank an unfavorable impression of his own con- 
duct of business— and that means in most instances that he will 
refrain from counteracting the intentions of the Central Bank. 

In spite of the strength of its position, however, the Central 
Bank meets formidable obstacles in trying to regulate business 
activities through credit policy. Although the Central Bank 
may force private banks to expand or restrict their loan offers, 
it cannot force customers of these banks to borrow. In times 
of prosperity the willingness of people to incur debts depends 
to a considerable extent on the rate of interest, hence the Cen- 
tral Bank can control the volume of loans by raising or lower- 
ing its own rediscount rates, changing the reserve ratios, and 
using moral pressure on the banks as a supplementary means. 
Yet once a collapse of economic activity has occurred, interest- 
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rate policy loses at least a large part of its etiectiveness, and the 
other instruments of an “easy money policy” become wholly 
ineffective. Even at zero interest, people will not borrow if 
they are pessimistic about the prospects of all investments.* 

® This statement should be carefully distinguished from the proposition that the 
interest rate can never have any serious mfluence upon the busmess situation because 
it IS allegedly not a major factor m entrepreneurial decisions The Harvard Graduate 
School of Busmess has unfortunately been led mto an attempt to sustam this proposi- 
tion by an inquiry, m which busmessmen were asked to state the factors influencmg 
their decisions about expansion and contraction of operations As one would expect, 
only a minority mentioned the interest rate as such a factor, and none as a con- 
trollmg factor, (See the report by J. Franklin Ebersole, Amertcm Economic Review, 
March, 1938, Supplement, p. 74.) This has been interpreted as showing that “effec- 
tive demand” is a more powerful factor m determining the business situation than 
the mterest rate (See, for instance, J. A. Estey, Business Cycles [New York* Prentice- 
Hall, 1941], pp 294-295) 

This interpretation mistakes the issue The problem is not one of choice between 
effective demand and the mterest rate as determining factors, but of the mfluence 
which the mterest rate exerts upon effective demand. No inquiry can disprove the fact 
that anyone who contemplates constructmg an ofiice building, a power dam, a large 
mine shaft, or a subway will be greatly mfluenced m his decision by a difference of, 
for example, i per cent m the mterest rate which he has to pay for his capital 
All his construction cost is eventually turned mto interest charges; if he could 
borrow at zero rate for an unlimited time, the building or plant would cost him 
nothmg, whatever the prices of material or labor Nor can there be a doubt that 
large construction projects are a determining factor m the business situation. Yet 
the suppliers of steel, concrete, and machinery, the sellers of food, clothing, and 
recreation to newly employed workers, will be right in stating that their decisions 
are mfluenced by chances to sell, and not by opportunities to borrow They may not 
be at all aware that their chances to sell have been improved by someone else*s 
chances to borrow at low rates Unless the inquirer mcludes m his investigation 
the firm which actually orders construction work, he would not likely be told by 
anyone that the mterest rate is the controlling factor. Even the ordering firm may 
not make a statement to this effect. Aside from other limitations on an entrepreneur’s 
insight mto the factors determmmg his decisions, the extent to which his attention is 
fixed upon the rate of mterest depends not only on the objective importance of this 
factor for his business, but also on the range within which he expects the rate to 
change Unless the inquirer and his informant agree on the range that should be 
taken mto consideration, the answer means little 

J R Hicks (Value and Capital, pp. 225-226) expresses the opinion that con- 
siderations oinsk frequently overshadow the mfluence of changes m the, rate of 
mterest precisely with respect to those long-term projects which otherwise would 
be most strongly affected. “Interest is too weak for it to have much mfluence on 
the near future, nsk is too strong to enable mterest to have much mfluence on the 
far future, what place is left for mterest between these opposing penis?” He believes. 
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Therefore in a protracted depression the government must 
step in as a borrower and invest the newly created money in 
public works. 


however, that “a space will probably be left between the extremes where interest is 
ineffective, within which it can have a significant influence . The space is likely 

to be considerably larger than Hicks seems to assume In come important types of 
investment the length of the period is not a nsk-mcreasing but a risk-reducing 
factor, at least for the kind of risk which influences entrepreneurs’ decisions Few 
businessmen will make their decisions in any degree dependent on considerations of 
general insecurity in human affairs, or will consider the possibility that such revo- 
lutionary inventions as atomic fission may upset economic calculations Only possi- 
bilities which are within the range of experience are usually taken into account, 
unpredictable price changes having top rank But it is far more difficult to foresee 
the change in product prices between now and a year from now, than to make a 
reasonable estimate of the average price for the next ten or twenty years In the 
course of a long period, the effects of the peaks and of the troughs are likely to 
cancel out Only the long period average of prospective prices is a controlling factor 
in large construction projects 

The risk argument for the relative ineffectiveness of interest changes can be found 
in even more elaborate form in E, F, M. Durbin, The Problem of Credit Policy (New 
York John Wiley, 1935), pp 82--83 Durbin assumes that industrial investment 
generally, not merely long-term investment, is fraught with so many uncertainties 
that the entrepreneur will not be much influenced by moderate or even substantial 
changes in the rate of interest. If he believes that the earning prospects are even 
slightly improved he will disregard any but an excessive change in the rate, and 
even a small increase in pessimism about earning chances may already be too large 
to be offset by a rate reduction within the normal range. But if Dr. Durbin’s 
assumptions were correct, entrepreneurs* attitudes would cause the safety margin 
between the cost of loan capital and earnings in industry to be very large, and, as a 
consequence, the average earnings of risk capital would have to be high above the 
rate of interest-much higher, it seems to me, than the actual difference between 
stock dividends (plus rises in stock prices due to undistributed profits) and interest 
on bonds. 

Moreover, aside from the hazardous types of investment on which Durbin concen- 
trates his attention (especially labor-saving devices), there are other types which 
carry only a moderate amount of risk and still are very important for the capital 
market The least risk is involved in the construction of homes for one’s own use, 
but even the building of apartment houses is, in many localities, not distinctly more 
risky than the purchase of first-rate industrial bonds Undoubtedly the movement of 
mortgage interest is of primary importance for this kind of construction activity. The 
hazards of investment in office buildings, power dams, and many traffic enterprises 
are greater, but hardly great enough to overshadow possible changes in the rate of 
interest in anyone’s mind The changes likely to be produced m home and apartment- 
house building and m the construction of ofiice buildings by fluctuations in the rate 
of interest would suffice to give the rate very substantial influence upon the market 
conditions for labor 
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This experiment has never been carried far enough to pernait 
definite conclusions. In many countries the policy was started 
in the 1930’s, and in some— the United States, Germany, and 
Sweden— on a large scale. Whenever it was tried, it diminished 
unemployment. But the final test of the method can be found 
only in its ability to carry the economy to the point where 
no new public investment is needed to maintain prosperty.' 
Sweden probably came closer to that point than any other 
country, but there is reason to believe that the relatively pros- 
perous state of the Swedish economy in the late 1930’s was as 
much a product of the European armament boom ^ of domes- 
tic policies. In Germany, no attempt was made to put the full 
employment economy on a self-paying basis, for there govern- 
ment expenditure was not primarily a means to stimulate 
economic activities but to carry through the process of rearma- 
ment. In the United States, there was an attempt in 1937 to 
keep government expenditure within the amount covered by 
current revenue; the effect was a relapse into depression. It 
is possible to argue that the attempt was premature or that 
previous injections of government money into the economy 
had been too small. But we must at least conclude from the 
1937 failure that the effectiveness of a policy of “pump prim- 
ing” depends on the development of a technique, stiU to be 

'^This statement js somewhat controversial. Alvin Hansen, m Fiscal Foltcy and 
the Business Cycle, chap, xu, has distinguished with great clarity between “pump 
priming” and mere “compensation” by public spending. When “pump primmg” is 
intended, the purpose is achieved only if the economy is eventually enabled to carry 
on without further “shots” of new public money. The concept of compensation, how- 
ever, involves merely that public spending, in excess of tax revenue, should be substi- 
tuted for pnvate spending which is not forthcoming to a sufficient extent When only 
the latter is intended, the policy may be considered successful though private invest- 
ment IS not stimulated Hansen and others favor deficit spendmg even if it is only of 
a compensatory nature. Merc compensatory spending leads inevitably to a continually 
growmg public debt, and the arguments agamst a policy involving such growth are 
presented later in this chapter. 
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devised, for ascertaining the amount of additional money that 
must be put in circulation and the period of time through 
which this policy must be continued. 

In retrospect, it is surprising that this need was not generally 
realized at the time. In 1933 and 1934, the effectiveness of 
monetary injections in producing recovery did not require 
much explanation, nor was there reason to discuss the dose. 
At that time the economy needed money as arid land needs 
water— the more the better. In 1937— to retain the analogy— the 
question was: Could irrigation be stopped safely? How could 
this be answered except after an investigation of how deeply 
the soil had already been soaked ? But no effort was made to 
estimate the prospective expenditure by individuals for pur- 
poses of consumption and investment. Nor could such an effort 
have been successful without a production plan. The right 
moment for stopping monetary injections and the right deci- 
sion as to a complete or partial stoppage will never be found ex- 
cept by accident, unless our economy is better equipped with 
sources of information and steering machinery than at present. 

But why is it important to determine the right moment for 
stopping public “pump priming” or compensatory expendi- 
ture? Why can we not continue the process until its desired 
effects become indubitable? If we thereby run into a little in- 
flation, will it not be easy to correct that mistake by taking the 
excess money out of circulation again ? What permanent harm 
can come from too much deficit financing? 

Many contemporary economists are inclined to minimize 
the dangers. They believe that it will still be time t© stop when 
the figures show that the employment goal has been reached. 
The position of this school— which has recently chosen the 
term Functional Finance to designate its approach— implies 
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that p lanning is superfluous because our capacity to regulate 
the quantity of money is an always effective weapon against 
depression and inflation— an instrument which we only have 
to use resolutely to stop a slump as soon as it appears or— in 
reverse— to forestall any serious effects of an overdose of the 
antidepression remedy.* 

The controversy over monetary antidepression policies has 
suffered from an undue concentration on the question of the 
public debt. Although for the conduct of financial policy it is 

® As we would expect, the difierent groups which share the Functional Finance 
approach to the problem of full employment entertain this belief in the efficacy of 
purely monetary policies m different degrees. The most optimistic posiaon is prob- 
ably that of Dr. Lerner On the other hand, the research staff of the Committee for 
Economic Development, m the study Jobs and Markets, sees considerable difficulty 
in the correct timing of monetary mjections and deflationary measures “The key to 
successful policy will be timmg The difficulties m correcting a major excess or 
deficiency of demand, after it has gathered momentum, are much greater than in 
arresting or reversing small departures from the ‘right’ level The developing situation 
must be centrally appraised m its various aspects and the signals called for policy 
action Monetary policy, tax policy, and expenditure policy must be made to work 
together in the mtercst of a smooth transition” (p 125) To assure correct timing, 
the authors suggest, first, developmg “built-m flexibility” in the tax system, that is, 
placing pnncipal emphasis on taxes which “tend automatically to reduce excesses 
and deficienaes of demand When incomes arc high and demand is likely to be 
excessive, they dampen demand by takmg m taxes a larger share of incomes. When 
incomes are low and demand is likely to be deficient, they take a smaller share The 
effect is prompt and requires no legislative or administrauve action” (p 119). As 
an example of high “built-m flexibility,” the authors mention the pay-as-you-go 
income tax, and as an example of the opposite, most excise taxes Various changes 
m financial and credit organization are proposed by the authors to mcrcase “built-m 
flexibility.” (Reprmted from Jobs and Markets by the Committee for Economic 
Development Research Staff, by permission of McGraw-Hill Book Co , Inc , copy- 
right 1946.) 

As a second pnncipal means to assure promptness of the desired inflationary and 
deflationary effects, Jobs and Markets suggests administrative preparedness for de- 
liberate adjustments The proposed measures range from “a large shelf of public 
works projects” to the appointment of a special administrator of the stabilization 
program, who^can give his whole attention to the task of watching the signs of an 
approaching inflation or slump, so as to be ready for immediate action 

The “central appraisal” of a “developmg situation” will not be complete and 
thorough unless it is based upon a quantitative analysis of the prospects of all the 
individual branches of production, m other words upon a production plan Prompt- 
ness in the application of monetary means is not the only requirement; it is also 
necessary to know how much money should be injected into or dramed from the 
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very important to know from what point on or under what 
circumstances public borrowing may become dangerous, this 
question holds no key position in the problem of deficit financ- 
ing*as a full employment policy. 

The funds which the government wishes to spend in excess 
of tax revenue may be procured by direct creation of new 
money instead of by borrowing. This method, to be sure, 
seems the apex of unorthodoxy to some people, yet iE we are 
really convinced that an increase in purchasing power is neces- 
sary, there are no more important objections to a creation of 
new bookmoney, or even to the use of the printing press, by 
the government directly than there are to a policy which 
achieves the same purpose in an indirect fashion, via the 
issuance of government bonds and the subsequent expansion 
of bank credit. The techniques which the government may use 
to create money directly are well known. The issuance of non- 
interest bearing government securities, not redeemable at any 
definite date but at the discretion of the government, to the 
Federal Reserve Banks in return for an identical amount of 
bookmoney or bank notes is perhaps preferable to any other 
method because it would retain a psychologically desirable 
resemblance to more conventional procedures." 


economy, otherwise the economy may be thrown out of gear by an overdose of 
the remedy, or precious time will be lost m trying out the right amount If a produc- 
tion plan IS established, its execution cannot be secured by monetary means alone 
some such arrangement as a sales guarantee system will be necessary to make certain 
that the estimates of production which will supply the basis for the monetary decisions 
will actually come true The research economists of the Committee for Economic 
Development have conducted the kind of economic analysis which will be required 
for a production plan and have tried to connect it with monetary policy, but they 
have stopped short of the necessary decision to place the mam reliance in the plan 
and in the direct methods to secure its execution, and to forego the hope for semi- 
automatic stabilization through changes in the monetary and fiscal mechanisms, 

® This method has been suggested by Fellner, Monetary Poliaes and Full Employ- 
ment, pp 221 ff , where a very clear discussion of the whole problem can be found 
Securities with an indefinite life and with no mterest yield are not certificates of 
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Let us assume that the government, whenever the first 
symptoms of an impending slump become noticeable, will 
use this or some other method to increase money in circula- 
tion until the danger is removed. If it then appears that an Over- 
dose of the remedy has been given or whenever infiationary 
tendencies originate from other causes, the government will 
raise taxes and destroy or “sterilize” part of the proceeds so as 
to reduce the amount of money. Both injection and drainage 
of money, however, have other effects besides their infiuence 
on the price level. The injection of money into the economy 
can hardly be carried out without temporarily depressing 
the rate of interest.” This lowering of interest through new 
loanable money will have the well-known effects of “forced 
saving”— an expansion of the capital sector in the long run 
and a sharp rise in prices in the short run. With the problem 
arising out of the latter we shall deal below. The increase of 
capital equipment beyond the “natural” amount— that is, the 
amount justified on the basis of a “natural” rate of interest- 
might not be a reason for serious worry if the adjustment to 
this “artificially” enlarged capital sector could be planned. 
This, however, is impossible without a general plan of pro- 
duction and consumption; in an implaimed system, the over- 
sized long-range investments are very likely to become a cause 
of trouble.” 

indebtedness in an economic sense, and the method is therefore one of money creation 
rather than of money borrowing These so-called securities would be merely memo- 
randa to the effect that money in circulation has been increased and that at some 
fumre date it may prove necessary to offset that increase by deflationary measures. 

Some of the money will find its way mto loanable funds and will temporarily 
be used as such. The effca of this mcrease in supply upon the rate of mterest is 
likely to be very noticeable in the first phase of the operation. It will fade out if and 
when the improved prospects of marketmg products and the higher prices of capital 
goods cause a compensating increase m demand for loanable funds. 

“The whole question of distortions m the economic system, caused by policies 
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Moreover, an attempt to maintain full employment by mon- 
etary means alone will give pressure groups a chance to raise 
prices without any definite limit. Eventually, the government 
will be forced to choose between accepting this continuously 
progressing inflation or abandoning its original policy by per- 
mitting a depression. Even before the injection of money has 
produced a state of full employment, sellers of some commodi- 
ties and services who bargain under less than perfect competi- 
tion will demand and obtain higher prices. At first these will 
be sellers of “bottleneck” goods (and of “bottleneck” labor). 
With the progress of employment all sellers, except those 
working under perfect competition, will be able to raise such 
demands and have them satisfied. The available quantity of 
money will then become inadequate to sustain the price level 
and the government will either have to issue more money or 
let the prices drop, which will mean a slump of production 
and employment.“ 


varying the amount of money, has been neglected in recent discussions. Perhaps this 
neglect was caused by the influence of Keynes’s arguments against the usual form of 
the “forced saving” theory (see General Theory, pp 81 ff, esp pp. 82-83). To this 
writer, the Keynesian arguments seem unconvincing. There is no room here for a full 
discussion of the problem which would require an analysis of the distorting effects 
of reducing as well as of increasing the money. 

^The danger is obvious at this time (winter of 1946-1947). Wartime controls 
have been abolished or made ineffective in the United States Purchasing power in 
the hands of consumers is still large enough to buy many commodities at present 
prices, but at times purchasing power has shown signs of considerable slackening. 
Simultaneously, new wage demands have already been brought forth and arc being 
based on the last increases in the cost of living, which have indeed not yet been 
compensated by additions to wage earners* incomes Also, it seems at least likely 
that entrepreneurs in monopolistic or semimonopolistic positions are still trying to 
widen their margin of profit If prices are again increased by higher wages or monop- 
oly profits, new workers’ demands for the adjustment of wages to livmg costs and by 
efforts of property owners to adjust the yield of real assets to the depreciated value of 
money will result Within the existing institutional framework the movement can 
come to a stop only when the money available is no longer sufficient to sustain the 
price level The collapse of the price level will undoubtedly initiate a depression. If 
the government refuses to let the depression take its course enough money must be 
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This point has not been overlooked in the discussion of 
monetary antidepression policies, but it is usually treated as 
a difficulty inherent in full employment as such rather than in 
its maintenance by monetary regulation alone.“ Cyclical \m- 
employment of men and machines, so the argument rims, has 
an important function: to discipline the producers, to inter- 
rupt the inflationary spiral, and thereby to protect the value of 
money ivhich must be maintained not merely in fairness to 
the saver but also for stable economic relations between na- 
tions. The argument is correct: depressions do have this very 
important function in our economic system. The function can- 
not be dispensed with, but it can be fulfilled in another way. 

In a previous chapter of this book it has been stated that 
planiung creates some essential presuppositions of rational 
and effective arbitration of labor disputes, by enabling the 
arbitrators to calculate the correct economic wage. The argu- 
ment applies not merely to wage disputes but to the whole 
problem of income distribution. Plannmg makes it possible 

provided to prevent the price drop If this is known to be the government policy, 
pressure groups will again raise their pnces, and the government will be forced to 
finance that continual mcrease unless, m the end, it prefers to accept a slump 

The advocates of “free private enterprise” who have insisted on the abolition of 
the OP A, instead of helping to remedy its undeniable shortcomings, have not served 
their own cause well Once it is proved that the price movements on the unregulated 
market force upon the community the choice between inflation and depression, the 
demand for over-all planning will become much stronger This moment could have 
been postponed if price controls had prevented an early exhaustion of purchasmg 
power reserves. 

“See for example, William H Beveridge, Full Employment tn a Free Society 
(New York W. W. Norton, 1945), pp 199 £E , 203 £ and passim, Fellner, op cit , 
pp. XU, 235; Alfred Braunthal, “Wage Policy and Full Employment,” in Planning 
and Faying jor Full Employment, pp 143 ff (his exposition of the problem is far 
more convincing than his optimism about the forces that will bring a solution), 
Barbara Wootton, Freedom under Planning, chap vii (discussed m the text above). 
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to determine the prices that should exist by considering the 
needs and the resources of the economy. Thereby planning 
sets standards by which to judge tlie claims of various social 
groups for price mcreases. The standards are, of course, not 
self-enforcing; the methods of their enforcement, such as 
price ceilmgs in sales guarantee contracts, antimonopoly laws, 
and so on, have been discussed before. Yet the setting of stand- 
ards is an indispensable prerequisite of any successful attempt 
to give to each group that which it ought to receive. Planning, 
therefore, cannot only prevent depressions, but it can also make 
provision for the fulfillment, by less wasteful means, of the 
anti-inflationary function which under unplanned capitalism 
was fulfilled by the periodic paralysis of economic life. 

In the present organization of our economy depressions 
achieve one other essential result— although at far too high 
a price— the weeding out of high-cost units of production. In 
every prosperity period the economic penalty on inefi&ciency 
is largely suspended, especially in monopolistic or semimo- 
nopolistic industries. If we had a permanent good weather 
economy, without a special mechanism for squeezing out the 
ineflScient, too many uneconomical practices would continue 
indefinitely. Here again planning oflEers a possibility of ob- 
taining the results without the suffermg of an industrial 
paralysis. The planning board can and must operate as an 
agency for the protection of the consumers, not only from 
monopolistic exploitation but also from the consequences of 
producers’ inertia. In negotiating the sales guarantee contract, 
the board will naturally try to concentrate production in those 
units in which consumers’ needs can be most cheaply satisfied. 
But the board should do more than give preference to existing 
low-cost capacity: It should in every way encourage low-cost 
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producers to expand their production so that high-cost units 
can eventually be dispensed with. It should also apply auxiliary 
means: facilitate the exchange of “know-how” and the com- 
mon use of patents and strive for a reform of the patent lajvs, 
to bring this legislation closer to a happy medium between 
the just claims of the inventor (and of the firm or individual 
who has invested money in research) and the consumers’ in- 
terest in technical progress. 

To sum up: increase and decrease of money m circulation 
are likely to produce structural changes in the economy, which 
must be calculated in advance if adjustments are to be made 
and disturbances are to be avoided. Moreover, if the govern- 
ment is committed to the maintenance of full employment, at a 
price level which is largely determined by producers operating 
under imperfect competition, it would have to underwrite 
price rises which very probably would follow one another in 
continuous succession, and the result would be the disintegra- 
tion of the monetary system. Only through a plan can the gov- 
ernment determine the correct dosing and timing of money 
injections, anticipate the structural changes which are likely 
to be produced, and lay the basis for a price policy which will 
maintain the value of money. Pure monetary regulation, not 
supported by a production plan, should never be more than 
a stopgap. 

The defects of all pure monetary regulation are inherent 
even in the most ingenious scheme of that kind— proposed by 
Frank D. Graham. He suggested that a special government 
agency declare itself ready to purchase “liens” on standard 
storable goods, such as automobiles, washing machines, and 
many types of industrial machinery. This procedure would 
enable and induce the entrepreneur to continue production, 
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in spite of a decline in the absorptive capacity of the market, 
and as a consequence any tendency toward a depression would 
soon be arrested: the employers in the durable-goods indus- 
tries whose products come under the scheme would contmue 
to pay wages out of the money they receive for the liens, and 
thus the purchasing power of their workers would be main- 
tained. The temporarily unsalable products would be stored 
under government supervision, until economic conditions 
have sufficiently improved to permit the sale. The price which 
the government will pay for the lien is intended to cover 
merely the out-of-pocket expenses of the entrepreneur, on the 
theory that the overhead costs will continue in any event 
and have, therefore, no influence upon the entrepreneurs’ deci- 
sions. The entrepreneur is bound by a “first-in-first-out” rule, 
that is, he cannot sell mercliandise produced later than the one 
mortgaged to the government without first possessing the 
latter stock by paymg back the hen, unless die government 
consents to a change of sequence. In this way the government 
advances are to be protected from “freezing” and an undue 
accumulation of mortgaged goods is to be prevented. 

If the scheme were to work out as intended, it would be 
quite automatic in its operation. In the event of a decline of 
economic activity, some commodities would prove unsalable 
and would be mortgaged to the government. The government 
purchase of liens would then cause an increase of money in 
circulation— the liens would be bought with newly created 
money— and this injection of purchasing power is expected to 
restore prosperity. Since the money injectors are to be estab- 
hshed'only in limited fields of industry— standard storable 
goods— it might be doubted that enough money will be poured 
into the economy to offset depression tendencies under all con- 
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ditions.“ Furthermore, in spite of Dr. Graham’s efforts to 
prove the opposite, the danger that goods under lien may be- 
come obsolete seems to involve a major obstacle to the success- 
ful operation of the scheme. There might be hope, however, 
for the correction of this and other faults if there were greater 
promise of success in the principle of automatically operated 
valves for the injection and drainage of money into and from 
the economy. 

Suppose the system is in operation, and symptoms of a be- 
ginning depression are noticed. Prices will drop and many 
entrepreneurs, unable to recover even their variable costs from 
the proceeds, will sell liens to the government. As a conse- 
quence of the influx of money, conditions will improve. Now 
everyone will wish to take advantage of the incipient pros- 
perity. As market conditions continue to improve, all economic 
pressure groups will insist on higher and higher prices. Not 
all the effects of this price rise will be unfavorable to the oper- 
ation of the scheme. The costs of the mortgaged goods will 
appear low in comparison with the prices of new ones and 
this differential may help to liquidate stocks imder lien and 
limit the losses from obsolescence. The moment will come, 
however, when sales of all commodities will slacken because 
the supply of money has become inadequate in view of the 
price level. Then goods under lien will again accumulate, 
money will flow back into the economy, and a new turn in 
the inflationary spiral will have been made. An automatic 
mechanism providing for an ever-sufficient money supply, but 
not containing any devices of price control, will quite natu- 
rally lead into the same kind of impasse as a deliberate 'policy 

It should be noted, however, that Dr. Graham does not think o£ durable mdus- 
tnal commodities alone, but also tries to fit raw materials into his scheme. See his 
article m Planning and Paying for Full Employment, p 53 
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which is directed toward the same goal and also fails to regu- 
late prices. The automatic character may accelerate the de- 
velopment and thereby speed the decline of the value of money. 

Although the advocates of economic stabilization through 
monetary policies alone cannot offer a convincing program for 
the achievement of their principal purpose, they have greatly 
contributed to both the development of ideas and techniques 
of financial policy. The principle of Functional Finance, as 
defined by Abba P. Lerner, is incontestable. Of course, the 
“financial activities of the government should be judged not 
by any traditional canons of fiscal propriety but by consider- 
ing the effects of each act and deciding whether these effects 
are desired or not.”“ But the desirability of an effect may not 
be self-evident. Systematic anticipation of economic develop- 
ment over a number of years will often be necessary to decide 
how much of a stimulating or of a restricting effect is desirable 
at a given moment. Lerner is not at all opposed to the com- 
pilation of an economic plan for the purpose of determining 
the right time and the right magnitude of every financial 
measure. He warns against “dogmatism”'" m elaborating full 
employment policies, that is, against the belief that adher- 
ence to one solution necessarily precludes the recognition that 
other approaches may also be useful. In discussing various 
proposals for securing full employment, he writes: “If we 
have a plan or policy which is prepared to meet all eventuali- 
ties, we can leave the matter open without harm. The impor- 
tant thing is that we should not gamble our future prosperity 
on any one of the underlying theories but be prepared to 
meet all eventualities.”'^ Some other spokesmen for Functional 
Finance are equally free from any prejudice against planning 

^ “An Integrated Full Employment Policy,” pp 163-154. 

“ Ibtd,, p. 202. Ibid t p. 1 96. 
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in the sense in which it has been defined here. This is very 
fortunate. Much harm could be done if the advocates of Func- 
tional Finance and those of production planning were to 
attack each other with that sectarian zeal which in the ^ast 
has so often been characteristic of different schools of reform- 
ers. But broadmindedness alone, however necessary, will not 
solve the problem. Lerner’s sympathy with planning hardly 
goes beyond the recognition that it can do no harm, that it 
represents a sort of safety device in the event that the financial 
mechanism may for some unforeseeable reason fail to function 
properly, and that the experience in planning will lead to a 
considerable advance of economic science. All this is true, but 
if no more could be said for the necessity of planning, the 
chances of inducing the community to the strong effort re- 
quired for success would be slim. We have to decide whether, 
as even most of the sympathizers with planmng within the 
Functional Finance School seem to believe, the right answer 
to the question of timing and dosmg of monetary injections 
and dramage measures can be read from the current employ- 
ment figures or whether a systematic anticipation, in quanti- 
tative terms, of the prospective development of production and 
consumption is necessary. 

No believer in the necessity of planning, however, will dep- 
recate the importance of monetary policies. No plan could 
be properly carried out if the amount of money was either 
decidedly too small or decidedly too great. The techniques of 
varying the amount of money in circulation must therefore be 
carefully, studied by the planners, and the only reason why 
these techniques have not been more thoroughly discussed in 
this essay is the elucidation which has already achieved in this 
field, largely by economists of the Functional Finance School. 
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“National Budgets” 

Some of the authors who followed more or less the ideas of the 
Functional Finance School have found it necessary to investi- 
gate the problem of timing and dosing monetary injection and 
dramage measures. In working out techniques for this purpose, 
they have made proposals which could not be carried out with- 
out the establishment of a national plan for production and 
consumption. 

This development became apparent with the publication of 
Sir William Beveridge’s book: Full Employment in a Free 
SoaetyT He suggested that a new type of budget was needed: 
one comprising not merely fiscal revenue and fiscal expendi- 
ture, but also the output of industry and agriculture and the 
outlay of business and private individuals. Instead of striving 
for a balance of revenue and expenditure of the treasury, the 
new budget policy should aim at an amount of public outlay 
which, 4 :ogether with the private outlay that wiU be sponta- 
neously forthcommg, sufl&ces for the purchase of the whole 
output of production at full employment. Following Bever- 
idge’s idea, Nicholas Kaldor, in an appendix to Full Employ- 
ment in a Free Society, has calculated actual figures of such a 
budget for Britam as they might be in 1948. He has also shown 
that there are several alternative ways for the goveriunent to 
maintain a sufficient amount of outlay, for instance, reduction 
of private consumption accompanied by the maintenance of 

Beveridge, Full Employment in a Free Society. There is no need here to trace 
the origin of the idea of the National Budgets to individual writers. Anyone inter- 
ested in the origin and growth of the idea will find the literature references given 
by Jacob Mosak and Albert G Hart in the course of their controversy in the American 
Economic Review very useful See American Economic Review, Vol. XXV, No 4 
(Sept, 1945), VoL XXXVI, No. i (March, 1936), Vol XXXVI, No, 4, part i 
(Sept., 1946) 
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high public and private investment on the one hand or a policy 
of favoring consumption at the expense of investment on the 
other. Several American economists have engaged in the build- 
ing of similar “models.” * 

The ideas disseminated by the “model builders” produced 
action in the United States Senate and led to the most promis- 
ing step on the road to planning yet taken in any western 
country. Under the leadership of Senators Murray, Wagner, 
Thomas of Utah, and O’Mahoney, a group in the upper house 
introduced a Full Employment Bill, which was also endorsed 
by President Truman.^*^ After declaring that “all Americans 
able and desiring to work are entitled to an opportunity for 
useful, remunerative, regular, and full time employment,”" 
the bill provided for the annual compilation of a “National Pro- 
duction and Employment Budget.” This Budget was to be sub- 
mitted to Congress by the President at the beginning of each 
regular session and to contain the following statements: 

(i) for the ensuing fiscal year and such longer period as the President 
may deem appropriate, an estimate of the number of employment op- 
portumties needed for full employment, the production of goods and 
services at full employment, and the volume of investment and expen- 
diture needed for the purchase of such goods and services; 

(3) current and foreseeable trends in the number of employment op- 
portunities, the production of goods and services, not taking into account 
the effects of the general program provided for in paragraph (3) hereof; 
and 

(3) a general program for assuring continuing full employment, 

together with such recommendations for legislation as he may deem 
necessary or desirable. Such program shall include whatever measures 

^ Tkc bill, S was introduced on January 22, 1945 It was kept pending during 
most of 1945 and then adopted by the Senate with some modifications. It was passed 
by the House in January, 1946, after having been greatly weakened 

^ The quotations are from the version adopted by the Senate 
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he may deem necessary to prevent mflationary or deflationary disloca- 
tions or monopolistic practices from interfering with the assurance of 
continuing full employment. 

Thus the President of the United States was to be obliged 
to state first the volume of economic operations that would be 
necessary for full employment, then the volume that would 
be forthcoming without government interference by special 
measures, and finally a program of action that would close the 
gap, if any, between the necessary and the probable output and 
employment. Obviously, the obligation could not be fulfilled 
without calculating the exact pattern of spending and produc- 
tion, and that would have meant preparing a plan. 

Some critics of the Full Employment Bill pointed out that 
the measure would not provide a single new job. Indeed, the 
proposed law would have merely created a mechanism for the 
procurement of information and of programs of action, but 
left it to Congress and the President to draw their conclusions 
from the information and to consider, adopt, or modify the 
programs. Yet, precisely this innovation would have been of 
crucial importance. All previous antidepression activities had 
in the last instance been frustrated by the lack of a plan, which 
it is never possible to improvise. By making sure that a plan 
would always exist, the bill would have struck at the roots of 
the evil. Of course, without energy and determination all poli- 
cies will fail, but neither can blind energy achieve its purpose. 

The Full Employment Bill was emasculated in the House of 
Representatives. For the National Production and Employ- 
ment. Budget, the final Act substituted an Economic Report, 
which is to compare the probable vtith the desirable “levels” 
of output and employment and to make proposals for bring- 
ing the former up to the latter in the event of a threatening 
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deficiency. Under favorable circumstances the difference be- 
tween “Budget” and “Report” would be merely verbal. If the 
President and the Congress were agreed to compile a full- 
fledged plan, they could find the authorization in the Act. "But 
Congress, as presently constituted, will not wish for the crea- 
tion of a comprehensive plan, and there is nothing in the Act 
that would compel an unwillmg legislature to make it possible 
for the President to have such a plan worked out. The statistical 
work involved in real planning would require substantial 
appropriations which in the present situation will hardly be 
forthcoming. 

Only in one respect is the final version superior to the origi- 
nal bill. The Murray Bill, as submitted to the Senate, directed 
that “the National Budget shall be prepared in the Executive 
Office of the President under the general direction and super- 
vision of the President.” No special body that could take upon 
itself the functions of a planning board was envisaged, al- 
though the President could, of course, have ordered the setting 
up of a special division or bureau withm his executive office. 
The Bill also provided for a Joint Committee on the National 
Budget, to be composed of members of Congress, for the pur- 
pose of reviewing the National Budget as submitted by the 
President and reporting to the Congress about its essential fea- 
tures and merits. The new Act provides for an Economic 
“Council to consist of experts, appointed by the President with 
the consent of the Senate, like other high-ranking officials. The 
requirement of senatorial consent may at times be a handicap 
in selecting the best-qualified persons— best qualified not 
merely by knowledge and experience but also by belief in 
their task— but when legislative prejudice against planning 
has been overcome, the requirement will probably prove useful 
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as a safeguard against the possibility that the important ofiEce 
may fall to individuals lacking either in competence or integ- 
rity. In any event, the estabhshment of an expert body charged 
with the continual analysis of the United States economy is 
a step toward planning. The experts will now have greater 
authority than if they had been put in their places merely 
by directive of the President, and the Joint Comxmttee will 
now be less tempted to concern itself with the preparation 
of the Report— a task for which it is not fit— and will be more 
easily induced to confine itself to the examination of the 
Report when it has been submitted. In this way a clearer line 
of demarcation will be drawn between the technical functions 
of the experts and the political functions of the legislature. 

Considermg the problems which the United States will have 
to face in the near future, the dangers of a postwar slump for 
its economy, its social structure, and its position as a world 
power, the enactment of a Full Employment Bill with manda- 
tory instructions for plannmg would seem the least Congress 
ought to have done to build antidepression defenses. The 
American people, however, has not yet been sufficiently edu- 
cated to the necessity of planning. The public had not yet 
understood the extent in which government intervention is 
needed to achieve economic security— the object of nearly 
everyone’s intense desire. In view of the failure of the public 
mind to keep pace with the needs of the hour, the emasculation 
of the original bill may, perhaps, have been a blessing in dis- 
guise. Great social and economic reforms cannot be introduced 
surreptitiously. Sometimes, it is true, important changes are 
accomplished by the enactment of measures which only grad- 
ually reveal their full implications, but in planning it is de- 
sirable that the people at large accept the consequences more 
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consciously than they would have been ready to do in 1946, 
when the change would have been merely the work of a few 
enlightened Senators. 

A 

pLAinSriNG AND ECONOMIC PoLICY 

Although partial planning varies from traditional forms of 
economic policy, since it involves a systematic quantitative esti- 
mate of the effects to be expected from present measures, its 
fundamental weakness is a weakness of all forms of govern- 
ment intervention which are not based upon a total plan of 
production and consumption. Economic history is full of ex- 
amples in which the imposition of a tariff or other measures of 
economic policy had important effects which were not fore- 
seen by its authors; a total plan would have revealed them in 
advance. The most urgent need in contemporary economic 
policy is coordination. Credit policy, welfare policy in fields 
like social insurance and housing, foreign trade policy, agri- 
cultural policy, and taxation all have extremely important ef- 
fects upon one another. Yet even if each ofl&cial in charge of 
any one of these fields had the most universal economic educa- 
tion and the broadest vision, he could not precalculate the net 
effect of his own measures upon the other fields without a com- 
prehensive plan established by all government departments in 
cooperation. 

Thus the purpose of full national planning is not merely to 
correct the evils of laissez f aire, but also to substitute order and 
reason for confusion and anarchy in the economic measures of 
the government. The critics of government interventiomsince 
the First World War were right in many of their specific 
arguments. They charged with good reason that government 
agencies, pursuing one particular aim, disturbed the price 
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mechanism without taking into account the full effects of 
such disturbances, and left it to the businessman to bear the 
consequences. If private enterprise continues its fight against 
government intervention (except in forms like the tariff), it 
will not achieve its aim, but its resistance may perhaps be suc- 
cessful enough to preserve, for a long time to come, the state 
of confusion and planlessness which now characterizes the 
economic policies of most, if not all, governments. 



VII. Economic Planning 
and Democracy 


I N THE FOREGOING PAGES OUT discussion WES guidcd by the 
desire to combine a hi gh degree of econom ic security 
.for the individual with maximum guarantees of persona l 
liberty. T here is little need to offer elaborate arguments for the 
thesis that this combination alone can give man a happy life, 
so far as happiness depends on social organization. Obvi- 
ously, it detracts from a man’s happiness if his livelihood is 
in constant jeopardy, and there is little point in calling him a 
free citizen, whatever his political rights, if jobs are scarce and 
he must have the good will of his employer in order to.be able 
to feed his children tomorrow and pay his rent next week. 
Nor are the prospects for his happmess any brighter or his 
freedom any more real if he is perfectly secure in his job but 
does not know whether or not he is going to be taken from his 
home the next night and put to death or thrown into a con- 
centration camp. 

Of the two evils, political despotism and economic insecu r- 
ity, the f ormer is the more hopeless case. Smce the masses were 
gi^ political rights, they have always tried to use these rights 
for their economic benefit. Although they have made many 
mistakes in the course of these attempts, they did build protec- 
tion against the worst hardships of the competitive struggle. 
Thus the man who possesses rights of free citizenship has a 
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weapon with which to work for economic security, but he 
who is fed by a dictator as long as he obeys orders does not find 
any means in the economic system to fight for political free- 
dom; on the contrary, the threat of being put outside the pale 
of economic security, is an additional weapon against a rebel. 
Also, the means by which economic security is achieved and 
which involve control of individual economic activities may 
make it more difficult for anyone to escape from the rules 
which the regime has established. 

This is a starting point for many attacks on planning, and 
one point must certainly be conceded to the attackers. Tike 
any other measure which makes government more efficient, 
planning will mean as great a setback from a humamtarian 
point of view if it is used by a government not dependent on 
the consent of the governed as it will be a step forward in the 
hands of a government of the people. If we have a despot above 
us'who’m we cannot drive from his seat of power, the best we 
can hope for is that he will encounter technical difficulties 
which will frustrate his plans and leave loopholes in his or- 
ganization of power through which we can obtain some meas- 
ure of freedom. But if we po ssess a government of. our. own J 
which we consider an instrument for the pursuit of our .com-' 
mon purposes, we should wish it to be as efficient as possible.! 
Why should we not be able to preserve political institutions 
that will prevent misuse of the planning apparatus ? 

It is, of course, impossible to foresee every political contin- 
gency of the future, and if democracy is destroyed, the machin- 
ery of planning might fall into the hands of despotic rulers and 
thus be alienated from its original humanitarian purpose. But 
in such an eventuality it is not likely to matter much whether^ 
or not the machinery was previously constructed. If dictators 
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succeed in attaining power they will, in all probability, not 
have to rely on any apparatus they find ready for use but will 
be perfectly able to build their own machinery. On the other 
hand, their coming to power is far less likely if democracy 
o fiers as much economic security as it offers freedom . Th^vi- 
dence of the past decades shows that for modern man the 
temptation to trade freedom for security is tremendous, and 
not even for real security, but for a condition in which income 
seems safe while other values and life itself are put in continu- 
ous danger. Therefore, it is poor policy to permit the founda- 
tion of democracy to be undermined by economic insecurity 
in the hope that the absence of institutions which would pro- 
tect the individual from the hazards of competition may make 
It more difficult for a future tyrant to pacify the people. 

Yet some of those who question the possibility for demo- 
cratic government to survive in a system of economic planning 
do not so much fear that the state may be captured by an ab- 
solutistic ruler as they are afraid of the tendency of any govern- 
ment machinery, even in a state with free political institutions, 
to substitute its own ends for those of the electorate and to use 
its position for the increase and perpetuation of its power. The 
individual citizen, so the argument runs, will be too depend- 
ent on the good will of the officeholders to use his rights ac- 
cording to his own judgment and interest. To obtain the favors 
which he needs for a satisfactory life, he has to comply with 
the wishes of those who steer the machinery of government. 
Consequently, he will have no real freedom, and even if the 
technical instruments of democracy, such as elections, habeas 
corpus, and so on, are maintained, these institutions will be 
void of meaning, because through economic pressure upon po- 
litical dissenters the opposition will be more effiectively crushed 
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than it might ever be through government by decree or even 
through arbitrary arrests. 

If the danger that economic pressure may render the rights 
of citizenship meaningless were really great enough to justify 
the sacrifice of economic security, this would mean a serious 
argument against planning but a far more serious one agaitist 
the present economic system. After all, the masses of people are 
very much exposed to economic pressure by their employers, 
and it is not merely a theoretical possibility that this pressure 
can be used to prevent employees from expressing their prefer- 
ences for political ideas or organizations which the employers 
dislike. Yet history has shown that, m spite of their dependency, 
the workers have built great political and economic organi- 
zations which the employers at first fough t tooth a p d pfiil. 
They were able to do that because even the early age of capital- 
ism had brought them not only the new serfdom of the factory, 
but also some shreds of political liberty. Even citizenship rights 
as restricted and precarious as those which the workers en- 
joyed in the various countries of Europe during the greater 
part of the nineteenth century suflGiced to overcome a tre- 
mendous economic pressure. The idea that the citizen of a 
planning country, in the full possession of democratic rights, 
will permit a class of bureaucrats— or, for that matter, any- 
body else— to tell him how to vote, what papers to read, what 
meetmgs to attend, or how to organize for political action, 
overestimates the amount of patience that can be expected or 
underrates the efiFectiveness of legal and political s^eguards 
if applied with a determined will. 

Noir do other experiences, sometimes quoted in support of 
the proposition that any increase in the economic powers n f 
g overnment is a thre at to democracy, really substantiate that 
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riaim of the Opponents of planning. In the struggle over the 
American work relief program, it was one of the arguments 
of the opposition that a WPA worker was too dependent on 
the government to exercise rights of citizenship freely. There 
was a great deal of talk after the elections of 1940 that “it was 
impossible to beat that many millions of relief money.” In the 
use of this slogan two different factual allegations were con- 
fused. That workers might fear that they would be dismissed 
from WPA pay rolls, or not taken on, because of their political 
afiSliations, their presumable vote, their campaign utterances 
or activities, their known contributions to one party chest or 
failure to contribute to another, is one thingj/that these work- 
ers would be likely to support an administration which main- 
tained a work relief system and thus enabled them to earn 
wages instead of a dole, is something entirely different. The 
former is no t only a violation of dece ncy, but, if it occurs on 
anything like a large scale, destro ys the essence of democracy. 
Fortunately, there is every indication that attempts of this 
nature were relatively rare and mostly defeated their own pur- 
pose because they furnished stronger arguments to the opposi- 
tion than could be outweighed by their intended effects. The 
second assumption, on the contrary, was one of the major 
causes of the Democratic victories in 1936 and 1940, particu- 
larly smce the maintenance of the WPA was desired not only 
by the persons already on rehef jobs, but also by those still m 
regular employment who considered themselves subject to 
the risk of losing their jobs. For workers to elect representa- , 
tives who„ will give them protection from unemployment is \ 
certainly as legitimate, and as compatible with the function- ; 
ing of a democracy, as for entrepreneurs to elect those who , 
promise them a tariff or for the land himgry to “vote them- 
selves a farm.” 
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If it were really true that no safeguards are of much avail 
once the government is equipped with ability to do harm, we 
would indeed have much reason to tremble, for our govern- 
ments are already in the possession of powers that might well 
make our lives miserable if they were not effectively controlled. 

(' Yet all of us, even the strongest advocates of laissez faire, show 
considerable confidence that these powers, to which we are 
accustomed, will not be seriously misused. Although we know 
that not all our police officers are beyond the temptation of 
considering private mterests and sentiments in conflict with 
their duties, we do not live in constant fear that we shall be 
suddenly dragged from our home or business by some police- 
man imder a pretext or that the police will abandon our home 
to burglars because we have incurred their disfavor. Nor do 
we fear that the chief of the fire department will refuse to send 
his men and equipment to our home in case of fire if we hap- 
pen to be on bad terms with him. Most o f us trust even Jte 
public agencies in tax matters to the extent that we do not 
expect them to discriminate against us willfully because we 
have offended the tax collector pr some important person on 
the city council who may have something to say about the 
proper ty tax. In all this there is no unrealistic belief that human 
passions do not play their part in social life. But experience has 
developed a confidence that the institutions of civilized society 
make k e^emely difficult and dangerous for any public_offi- 
cial to. indulge in gyoss mikuse of public pqvrer, and arbitrary 
acts and injustices of minor significance must be accepted as a 
risk inseparable from life in contact with others. 

There is no reason why equally effective safeguards should 
not protect the individual from any serious discrimination by 
the planning board or its subagencies. The board will not be 
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able to refuse to conclude sales-guarantee contracts, as described 
in previous chapters, with any firm that is ready to enter into 
such contracts, except for good and sufficient reason. It will 
not be able to deny access to jobs, or training facilities for jobs, 
to any qualified person. The claim of every entrepreneur and 
worker to equitable treatment by the planning agencies may 
well be made enforceable through the ordinary courts or spe- 
cial judicial or semijudicial agencies. Also, the force of public 
opinion, controlling through an unfettered press and thorough 
legislative investigation and discussion, will work as a power- 
ful check on any public official who may be tempted to dis- 
pense favors to his friends or to penalize his enemies. It is the 
absence ^f these guarantees in Soviet Russia, as previously in 
the fascist countries, and not the existence qf_a Five Year Plan 
tha^uts the individud in that country at ffie mercy of govern- 
ment represent^ves. | 

Again, let us remember that there is not much logical con- 
sistency in an attitude of callousness toward the reality of dis- 
crimination by employers and oversensitiveness toward the 
possibihty of discrimination by public officials. Very often a 
person cannot get a particular job, regardless of qualification, 
because the color of his skin or the form of his nose does not 
please the employer. Often, too, people have learned by experi- 
ence that they must try to please the boss, or the manager, or 
the foreman, yielding not only to his personal wishes but also 
to his prejudices of all sorts, if they want either to hold their 
jobs or to obtain promotion. We might all like to be as inde- 
pendent of others as the pioneers were, but, in fact, mostof us 
are not. Plammg y^f not restore that full independence which 
only a personal isolationist could have, yet it will give a much 
greater meas ure o f freedorn to the average person, because it 
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will assure conditions under which demand for labor is no t 
substannally smaller than supply of labor, and where, there- 
fore, a person can give up a position with reasonable assurance 
of fibding another one that is suitable. 

However, aside from this problem of interference with indi- 
vidual freedom, there is the other question of whether the 
pl anning board might n ot impo se the personal preferences of 
its membersupon the people by ^binarily deternnning what 
ought to be produc ed an d how it should be produced. Thisj 
danger has been mentioned earlier in this essay, yet it is neces- 
sary in this context to summarize once more the safeguards 
by which it may be averted. 

First of all, everything that safeguards rationality also pro- 
tects our freedorn to determine the purposes of production. 
In the political sphere, we speak of government by laws, in 
contradistinction to government by men, as a guarantee of 
freedom. This term is perhaps not the best that can be found, 
but it expresses something very true. If arbitrary action is to 
be prevented, the first necessity is to define it m a way which 
makes it recognizable in practice. The law mu§,|not only state 
the general purpose of government action, but must indicate 
specifically to what tests any individual measure is to be sub- 
jected to find out if it is in accordance with the stated purpose. 
The general law, by which the planning boardis. bound, 
shouH stipulate that the consumers must be given .what, they 
wish to have within the limits^ of ayaiLable resjante^, unless 
their collective will, expressed by the representative institu- 
tions ef a democracy, approves deviations in favor of educa- 
tional aims, social needs, or of a greater sacrifice of present to 
future needs. But this law could not be administered without 
a s ystem of accounting which enables u s to determine if, in 
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e ach case, the be st possible use i s mad e of existing resources. 
The use of money and the addition of value planning to physi- 
cal planning are, therefore, not only necessary to assure effi- 
ciency— they also afford protection for our rights as individuals. 

In his philippic agamst planning,^ Friedrich A. Hayek has 
disregarded, this, ftmction_of thej;ules of rationally? and also 
of the rule of consumers’ sovereignty. He argues that the adop- 
tion of planning means the sacrifice of the Riffe of Layy, that is, 
of the principle “that government in all its actions is bound by 
rules fixed and announced beforeh^d’” Hayek is right in 
placing great value on the maintenance of this principle. The 
coercive power of government should not be used in an incal- 
culable way— not even by a legislative majority.* Therefore the 

^ Friedrich A Hayek, The Road to Serfdom (Chicago: University of Chicago Press, 

1944) 

^Ihid.,^ 72. 

® Herman Finer, m his Road to Reaction (Boston: Little, Brown, 1936, chap iv , 
esp p 60), defends the absolute sovereignty of the majority He afi&rms that a 
majority has even the right to vote a dictator into power I do not believe, however, 
that Professor Fmer himself would accept all the consequences of this view Suppose 
a dictator, voted into power by a majority, would start killing his opponents Finer 
would certainly not blame these opponents if they did not meekly wait for the ax 
but started a revolt, even if the majority continued to applaud the dictator and his 
executions, as majorities have sometimes done Presumably, Dr Fmer would not 
even criticize people for a revolt agamst a ruler, who, after being voted into power 
by a majority, took away the people’s right to elect representatives m the future What, 
then, does it mean to say that “the majority would be right” m voting a dictator into 
power? Probably not more than this, it is technically impossible to make legal pro- 
visions for mvalidatmg a majority decision, even if it reduces democracy ad absurdum. 
That much can be granted We have many instances m which fundamental justice 
cannot be written into the statute books for technical reasons, since legal concepts, as 
all other human tools, have their irremovable imperfections, but justice remains justice 
whether or not it can be admmistered m a given instance by our judicial machmery 
Nor can a solution be found m distinguishing between ethics or morals and law. 
In an ultimate sense, no act is illegal agamst which the holiness of the law, as an 
ethical argument, cannot be mvoked A majority decision which renounces the 
people’s right to change their minds does not deserve to be respected It is a mistake 
to believe that avilization is possible without the concept of a “higher law” or 
democracy without the concept of inalienable rights, which neither a majority nor 
even the individual himself can give away In fairness to Dr Fmer and the long list 
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twin rules, basic to democratic plannmg, the principle that 
available resources should be used for the best possible satisfac- 
tion of consumers’ preferences, and the other principle that 
they should be used as efficiently as possible, are vitally impor- 
tant for two reasons : first , for the sake of the goals which they 
establish, and second^ because they jre rules of conductor 
thegovernment and thereby mak e governmental policies ca l-' 
culaHe.' ~ " " ------ -- 

~it is difiScult to see how Hayek could have overlooked the 
second point and its importance as a refutation of his own 
“Rule of Law” argument against planning. For years he had 
been conducting a controversy with various socialist writers 
on the methods of spelling out the rules of consumers’ sov- 
ereignty (or consumers’ free choice, the difference being of 
minor importance in this context) and of efficiency of produc- 
tion in a planned system. Although he maintained that this 
effort could never produce any set of clear, unambiguous and 
workable directives, he must at least have recognized that the 
ove rwh elming majority of noncommunist “planners” .ygsre 
deeply concerned with the establishment of^e Ride ofL^. 
The only place in his Road to Serfdom where he takes cog- 
nizance of this discussion is a footnote in which he refers to 
“some academic socialists,” who “under the spur of criticism 


of his intellectual ancestors who defended the unlimited right of majorities, it is 
necessary to recall the frequent misuse of the minority rights argument Very often 
the intention was not “to keep open the way for the future” (a good expression of 
Fincr's, p 60), that is, to maintain the right to subsequent elecnons and that 
process of free exchange of opinions which alone makes majority rule useful as a 
tool of progress, but to protect the special advantages, economic or otherwise, of a 
privileged minority-advantages having no relationship to basic human rights or to 
the essentials of the democratic process The outstanding American defender of the 
limitation of majority rule, John C. Calhoun, used the argument for the defense 
of slavery. (For a lucid presentation of the controversy in the period 1820 to 1850, 
see the chapter “Minorities and Majorities” in Arthur M Schlesinger’s Age of Jackson, 
Boston Little, Brown, 1946,) 
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and anima ted by the fear of extinction of freedom in a cen- 
trally planned society, have devised a new kind of^‘ comp etitiye 
socialism’ which they hope will avoid, the .difficulties and d^- 
gS-s of central planning._^. No reader can possibly uq,der- 
^nd from this footnote either the bearing which this whole 
discussion has upon the problem of the Rule of Law, or the 
: true significance of this group of “academic socialists” whose 
i ideas are far more characteristic of the tendencies among the 
I “planners” than the quotations from Harold Laski and Karl 
Mannheim, which Hayek uses to support his own interpreta- 
tion of what the planners wish to do to the rest of mankind.’ 
Hayek’s belief that he has proved the impossibility of translat- 
ing consumers’ preferences and the requirements of efficiency 
into clear rules of conduct for the managers of production does 
not give him the right to speak as if the proponents of planning 
had never discussed any basic rules to restrain the government 
from imposing an arbitrary scheme upon an unwilling popula- 
tion. That the socialists and planners have been aware of the 
problem which Hayek discusses in his chapter on the Rule of 
Law could not legitimately be treated as a matter of minor 

* Hayek, op at 40 

^Ibtd , pp. 62-63, 132, 199 for Laski, pp 21, 72, 158 for Mannheim Laski is 
an eminent political scientist and Mannheim was one of the original thinkers m 
sociology The question of whether Hayek is right or wrong in regarding them— as he 
obviously does— as spreaders of totalitarian germs may remam open here. In any 
event, the problems of economic planning are in the frontier region of analytical 
economic science. There is excellent reason for obtaining the opinion of social 
scientists from other fields on these problems, just as in discussmg atomic fission, 
we might be mterested m learnmg the opinion of an outstanding biochemist, but 
we would presumably be even more anxious to hear the specialists on nuclear 
physics By the same token, if someone wishes to know how consumers’ preferences 
and the requirements of production efficiency can be made the basic law of a planned 
system, to override or preclude arbitrary decisions by government agencies, he has 
to look primarily for the opmions of the economists among the proponents of plan- 
ning— opinions which Hayek has all but ignored in his Road to Serfdom, 
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importance.” This fact proves that the Rule of Law itself is not 
an object of controversy between the majority of noncommu- 
nist advocates of plannmg in the western countries and the 
“at^tiplaimers.” Only the techniques by which the Rule of Law 
can be made effective are at issue. 

Hayek’s discussion of the Rule of Law and some other pas- 
sages of his book contain an unqualified praise of formal law 
and formal ethics. “Like formal law, the rules of individualist 
ethics ... are general and absolute; they prescribe or prohibit 
a general type of action irrespective of whether in any particu- 

° The heat of the controversy over Hayek’s book has m large measure been due 
to the impression which he gave to his opponents, that he conducted his argument 
without the minimum degree of generosity which is absolutely essential to a fruitful 
debate, because it is impossible to get to the core of the matter if one party insists 
on putting the worst possible construction on all parts of its opponent’s position The 
refusal of generosity in debate proved all the more exasperating because of a form 
of presentation which appeared subtle in a high degree When Hayek relegated the 
decisive point in the planners* position on the Rule of Law problem— the pomt which 
he had debated with his opponents in numerous articles for more than a decade— to 
a footnote of vague content, he should have known that this was worse than not 
mentioning the point at all. Hayek may have thought that it was impossible to 
explain t^e connection between the problem of pricing in a planned order and the 
Rule of Law problem to readers untrained in economics, but he should at least have 
told them that there was such a connection In a popular presentation the author 
may simplify but he must not omit essentials 

An equally antagonizing example of Hayek’s method in polemics was his attempt 
to identify socialism or planning with the German spirit and his own brand of 
economic individualism with British tradition. Even with better support from facts 
It might not have been the kind of argument a scholar would find it pleasant to 
use in the midst of a war against Germany, since he would not wish to take advantage 
of nationalist prejudice, still, with incontrovertible evidence on his side, he might 
feel obliged to call public attention to this side of the matter But Hayek could easily 
have escaped from the dilemma, since the thesis is utterly doubtful The greatest 
propagandist for socialism in the early nineteenth century was Robert Owen, and 
Ricardo had socialist disciples decades before Marx wrote the Communist Manifesto 
Most important, the first great modern mass movement of prevailingly socialist char- 
acter, Chartism, was an English movement On the other hand, Hayek himself, in 
critici2ung the Vansittardists, emphasizes the existence of a liberal tradition m Ger- 
many, represented by such men as Alexander von Humboldt Then why discuss the 
problem in terms of the British versus the German spirit? 

In the fall of 1946, after a stay of several months m the United States, Dr. Hayek 
stated m rather vigorous terms that he was unhappy over the enthusiastic welcome 
which reactionaries had given to his book He expressed hope for collaboration with 
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lar instance the ultimate purpose is good or bad.”’ Why should 
such law exist at all, and why should such ethics be regarded 
as praiseworthy or even as acceptable ? Most certainly, when 
we are judging a human deed, the goodness or badness of.the 
ultimate purpose matters very much. Although some types of 
action have always bad effects, which goodness of the purpose 
may or may not be able to outweigh— this problem will be dis- 
cussed below— other actions are as such ethically indifferent 
and should per se neither be approved nor disapproved by the 
law. In these instances it is the purpose which makes the action 
legitimate or illegitimate. No code of rational law or ethics can 
therefore be written in disregard of human intent. Hayek’s 
imphed thesis that law and ethics are on a higher level when 
they are more formal amounts to a glorification of early phases 
of human development at the expense of civilization. On a 
primitive level of religious development it is generally assumed 
that the approval of the gods depends on certain outward per- 
formances, which must therefore be regarded as commenda- 
ble, and that other outward performances bring about the 
wrath of the gods and thereby are proved to be wicked. 
Granted that some remnants of these magic creeds survive in 
our code of morals, it seems highly unfair to the philosophers 


those planners who upheld the liberal tradition, referring especially to Barbara 
Wootton. (See New Leader, August 24, 1946, p 9.) Although even m the Road 
to Serfdom Hayck had occasionally recognized the existence of liberal tendenacs 
within the socialist and planning movements (c g , pp. 144, 168), he had minimized 
their significance, and his whole book seemed to be an appeal to all liberals to 
avoid ideological contact with all socialists, planners, and other advocates of govern- 
ment intervention in order not to be infected with the germ of collectivism. If a 
statement rccommcndmg some sort of collaboration between liberals and socialists or 
planners had' been made m the book, the impression that Hayek was driven by a 
fanatical desire not merely to refute but to ostracize the thoughts he criticized would 
not have originated, and the controversy between Hayck and the planners might have 
produced less heat and more light 
^ Hayek, op. cit„ p. 146. 
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of individualism to burden them with the responsibility for 
such remnants from mankind’s adolescence. 

Although the degree o f f ormality m law is certainly no 
criterion of its high level of development, but rather the oppo- 
site, all law has to be formal to some extent, otherwise it could 
not be administered. In our modern codes, we do not treat— as 
most primitive law did— all kinds of homicide alike. The per- 
son who inadvertently causes a fatal accident to someone else 
IS not regarded as a murderer. The policeman who shoots an 
escaping dangerous criminal is, as a rule, not prosecuted at all. 
Nor is the soldier who kills in war, although our legal order- 
in contradistinction to that of earlier ages— normally protects 
the foreigner as well as the citizens. In all these cases we con- 
sider the good intention^ or the lack of bad intentipn jutt^y 
relevant, but even in our law all does not depend on pu rpos e. 
In spite of recognizing that under some extraordinary circum- 
stances someone’s life has to be taken to save values which 
society rates higher even than human life, we have not enacted 
a blanket rule covering all such cases: We have merely granted 
standardized exceptions from the general prohibition of homi- 
cide. This arrangement appears unsatisfactory to the logical 
mind, yet it is unavoidable, Any blanket rule would be inter- 
preted differently by different judges, it would become im- 
possible to know what is permitted and what is forbidden, apd 
the resulting evils would be worse than the shortcomings of 
the present system. Law cannot dispense with formal rules,! 
but their formality makes it inevitable that every rule covers ^ 
some situations which, according to its ethical rationale, it| 
ought not to cover, and fails to cover others, which should j 
come under its scope. Hence originate the tragic conflicts be- 
tween formal and substantive justice. 
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It is one of the most important tasks of policy to keep the 
conflict of formal law with substantive justice— and with other 
vital human purposes— within reasonable limits. In this en- 
deavor, two principal means have to be applied. First,, we 
should give our laws only that degree of formality that is indis- 
pensable for eflEective a^inisdratiom In civil, in penal, and in 
public law a great deal of recognition can be given to the intent 
of the author of a deed or of the parties concerned. Actually, 
in law makin g as in ethics, progress has largely consisted of an 
increased consideration for intent (and this progress has been 
rightly regarded as a triumph of individualism) . Hayek’s ideal 
of law, if his own description can be taken at face value, would 
bear closer resemblance to the Roman law of the Twelve 
Tables or the law of the Teutonic tribes at the time of the Great 
Migration than to Justinian’s law or any modern code. 

The other means to reduce the conflict between formal law 
and substantive justice is ^^ge in the. conditions to whic h 
the law applies. What Anatole France® wrote about the law in 
its majestic equality forbidding the poor and the rich alike to 
sleep under bridges, to beg in the streets, and to steal their 
bread, should make it inadmissible for any author to ignore 
the limitations of formal law: but the Frenchman’s irony 
would lose its point if extreme poverty were abolished. There- 
fore the task of preserving and enforcing formal law cannot 
be dissociated from the problems of social reform. All formal 
law gives a measure of protection to the status quo, because it 
lays a ban on the use of some of the means by which existing 
conditions might be changed. If the status quo is extremely 
bad, and if other means for its improvement seem unlikely to 
be available or effective, men will rebel and break the rules of 

® The ’Red Lily, Modem Library Edition (New York* Bom and Liveright, 1917), 
P 75 * 
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formal law, and who can say that they should not do so? All 
anti-mterventionists tend to overlook this vital point, and| 
Hayek is no exception. 

Py sometimes confessing inability to condemn a violation 
of formal law, for the sake of still more important values, we 
do, of course, not mean to deny that every violation of the law 
is an evil: we merely assert that in the particular case “the end 
justifies the means.” Hayek maintains that only “in collectivist 
ethics” is the justification of means by the ends regarded as 
admissible; “in individualist ethics” this principle is “regarded 
as the denial of all morals.” But Hayek himself concedes that 
“we may sometimes be forced to choose between different 
evils,”’ which means precisely that the end can justify the 
means: choosing the lesser evil is the same as undertaking an 
action, which is bad in itself, because it is made legitimate by 
its effect, preventing a greater evil.” Differences in philosophy 
and oudook upon life cause divisions of opinion on what ends 
can justify what means, although the most important dividing 
line hardly runs between individuahsts and collectivists, as 
Hayek use s these terms.“ The principle, however, that means 

® Op ctt , pp 146-147. 

Hayek tries to draw a dividing line between his position and that of the collec- 
tivists by stressing that even lesser evils “remain evils.” But every person who is not 
morally insane— collectivist or individualist, democrat or totalitarian— would concede 
that much Lenin, for instance, would not have denied that shooting bourgeois 
“remained an evil,” only he regarded it as a lesser one if compared with the effects 
of not taking reprisals 

Every person with a normal moral yardstick can name a few acts which he 
believes he would not commit under any conceivable circumstances We must be 
very careful, however, not to mistake a limited scope of imagination for moral sensi- 
tivity Previous to the present war, few of us would have foreseen how far we would 
go in approving horrible means for the purpose of defeating the fascist powers We 
found* that in the presence of a purpose of overriding importance we could not limit 
our choice of means as much as we had formerly assumed The intensity of belief, 
not the individualist or collectivist character of the convictions involved, is the decisive 
factor in drawing the line between means which we think can be justified by vital 
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may be justified by their ends must in essence be accepted by 
everyone, because we cannot live without doing many things 
that are “wrong in themselves” but necessary for the sake of 
higher values. , 

The fundamental problem of formal law, its potential dis- 
harmony with vital human piurposes, has an important bear- 
I ing upon democratic planning. A democratic constitution is a 
body of formal law rules, and planning, aside from other rela- 
tionships to democracy, is intended to be a means for the bet- 
terment of existing conditions and by achieving this purpose 
to prevent people from breaking the framework of rules. This 
is the positive relationship; there is also a negative one. The 
essence of political democracy is the prohibition of certain acts 
regardless of the purpose for which they may be undertaken. 
However good our own cause, we must submit to the arbitra- 
ment of the polls; we must not suppress newspapers, even if 
they uphold views that we regard as very bad; generally, we 
must not substitute violence or fraud for argument, even if it 
appears inadequate to prevent an evil. This democratic system, 
as all formal law, is based on the premise that no single purpose 
is more important than the maintenance of the framework of 
rules and this premise naturally applies to all purposes served 
by plaiming.“ In the overwhelming majority of situations, the 


ends and those which cannot Probably the best treatment of this whole question is 
found in Max Weber’s discussion of the conflict between Gestnnungsetht\ and 
V erantwortungsethtk, (see Pohtt\ als Beruf, in his Gesammelte Fohtische Schnften, 
Munchen. Drei Masken Verlag, 1921, p 448 
^ This proposition is tantamount to stating that formal law must be maintained 
only if the common good does not require its violation This is a very dangerous 
truth, for obvious reasons, but we cannot object to the validity of a proposipon on 
the ground that it may be misapplied. The concept of the common good as the ulti- 
mate yardstick by which to judge courses of action is not, as Dr Hayek believes (see 
Road to Serfdom f p. 147), a characteristic of collectivist beliefs. Whoever thinks that 
he can dispense with that yardstick is committing an error. If a new Hitler were 
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premise is valid, for obedience to the formal law of democracy 
is even more important than obedience to penal or civil law. 
The community can continue a peaceful existence even if a 
mifrderer or thief goes unpunished, or when A obtains an un- 
lawful gain at B’s expense, but when a precedent is established 
showing that the arbitrament of the polls will not be obeyed, 
or that elections will not be reasonably honest, civil war , may 
well follow.^ In an extremity, it is true, planning may appear 
to us as an indispensable condition for the survival of the com- 
munity, we may feel that we have to introduce it at any risk, 
evgn if this action requires the breaking of the rules of de- 
mocracy^ Such a situation would be an enormous calamity. 
Fortunately, although the possibility cannot be ruled out in 
theoretical considerations, the likelihood that an immediate 
introduction of planning will be both a suitable and an indis- 
pensable means to save values greater than those of demc^acy, 
and at the same time its establishment will be impossible 
within-the democratic framework, is so exceedingly small as 
to be negligible for practical purposes. Aside from all other 

elected, in an entirely constitutional manner, to the position o£ chief of state in a 
great nation, where he would have access to atomic weapons and instruments of 
biological warfare, we would all feel that he should be shot before he could 
set the world afire. We would not feel that in wxshmg for that deed, perhaps in 
helping perform it, and in applauding it when it was done, we would violate any 
commands of morality, although we would certainly violate formal law Here again 
we are meeting the problem of the justification of a means by its end The sanctity 
of the formal law itself can only be based upon the idea of the common good There- 
fore a violation of formal law, although an evil, is justified if there is no other way 
of safeguarding the common good 

^ In the past civilizations have flourished under autocratic types of government, 
which sometimes have even tolerated a limited amount of freedom of thought, yet 
It is hard to see how in this age of ours people can live in a civilized fashion except 
under a democratic constitution Before modern rationalism caused people to question 
tradition and divine right, a ruling individual or group could sometimes feel safe 
enough to forego the harsher methods of repression and even to permit a good deal 
of liberty. Today, every autocrat feels unsafe and therefore by necessity resorts to 
strict censorship, firing squads, and concentration camps 
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reasons, undemocratic procedures are likely to make planning 
a curse rather than a blessing and even to spoil its technical 
etiectiveness. 

But even if the planners obey the law of democracy, what 
about the antiplanners ? May not some group feel that the pre- 
vention of p lanning is of absolutely paramount importance 
,and therefore regard itself as entitled to break the laws of 
democracy if the status quo of economic organization cannot 
be preserved by other means? Although Hayek is wrong in 
believing that a planned economy could not be democratic, is 
there any chance for planning to be established through demg; 
cratic processes? 

' The conditions under which social change may be achieva- 
ble without violent conflict have been discussed in innumerable 
controversies. Even a brief review of these discussions would 
require more space than is available here. Not more can be 
done than to summarize the conclusions which, according to 
a widely accepted view and in the opinion of this writer,'should 
be drawn from the debates and from recent experience. Social 
change can be carried out within the democratic framework 
only if no individual step in the period of transition appears 
irrevocable, unless approved by so great a majority that oppo- 
sition by force is obviously hopeless. If the individual step puts 
society on a one-way road toward a completely different form 
of organization, the party of the status quo will regard this as 
the end of the world and will wish to rebel. Many people will 
be frightened by the idea of an irrevocable change and will 
therefore join the defenders of the existing economic order, 
thus enabling the latter to engage in a life-and-death struggle 
with some chance of success. Only if the change can be split 
into steps small enough to be retraced, if the majority so de- 
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sires, can the opposition be effectively told: If the results prove 
you right, you will win a majority and can undo what we have 
done. Therefore you do not have even a good pretext for trying 
to stbp us by force. 

Can this rule of gradualism be observed in the establishment 
of a planned system? Planning cannot be introduced piece- 
meal: There must come a day when the first plan for the na- 
tional economy is put into operation. Can antiplanners be 
expected to acquiesce in this step ? 

We may take it for granted, of course, that there will always 
be some people who would start a civil war rather than accept 
planning, but if planning is introduced as an experiment from 
which society can withdraw if it proves unsuccessful, the 
mmority that will oppose it at all costs can be reduced to an 
imsignificant number. A person who would have suggested re- 
sistance by force against the Full Employment BUI, if it had 
been enacted in its original version, might have found ap- 
plause among a small circle of people who used to call Frank- 
lin D. Roosevelt “public enemy no. i,” but among all others, 
mcludmg the great majority of the conservatives, such a sug- 
gestion would have been laughed out of court. Nor would the 
situation in all likelUiood have been different if a system of 
voluntary inducements to comply with the plan, operating 
through sales-guarantee contracts or otherwise, had been writ- 
ten into the law. 

For a peaceful transition it is important that a national plan 
can be superimposed on the private enterprise system. Should 
planning not prove successful, the machinery of planmaking 
and plan execution can be removed without bringing the 
process of production to a stop. This possibility will be a con- 
solation for the skeptics and thereby wUl help to isolate the 
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diehards. If it were necessary to dismande the basic structure 
of the economy before planning could be established, we 
would have to wait until an overwhelming majority for such 
a policy could be found. That would probably be true only 
after an economic catastrophe, and then it might be too late to 
prevent the disintegration of democracy. 

But if it is recognized that a system of planning can be intro- 
duced without an irrevocable commitment to its completion, 
is not this possibility of reconsidering the original decision very 
dangerous? May not a planning policy, based on democratic 
institutions, be so easily reversible as to be lacking in the neces- 
sary stability? This is one of the problems with which Barbara 
Wootton IS struggling. “. . . economic planning demands con- 
tinuity, and political freedom appears to imply instability. 
Nothing can alter the fact that we cannot both make effective 
long term plans, and continually exercise the right to change 
our minds about anything at any time.”“ Not only plaimmg, 
however, but most kinds of government activity would be- 
come impossible if the average voter exercised his right to 
change his mind without restraint. The voters have the indis- 
putable right to elect a militaristic Congress, which would 
establish an enormous army, and two years later a pacifist 
Congress which would abolish it, and to swmg back to mili- 
tarism after two more years. In the same fashion, the post 
ofiSce. or the income tax, or the diplom at ic service could be 
ab olished , reestablished, and abolished _again. If the voters 
were sufficiently fickleminded, not even matters regulated by 
the Constitution of the United States would be exempt from 
successive changes in opposite directions. The fate of Prohibi- 
tion shows that. Even the high wall which the Fifth Article 

Wootton, 'Freedom under Planning, p. 131. 
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has built around all constitutional provisions has little strength 
of resistance to the force of strong popular sentiment. 

Actually, however^ institutions in democratic countries have 
been fairly staWe. There have been regrettable instances in 
which long-range plans were reversed without good reason. 
Barbara Wootton mentions the inconsistency of British hous- 
ing policies during the 1920’s. It would be easy to supply 
equally pertinent American examples, for instance, from the 
fate of the OP A. All these changes, however, occurred in fields 
in which government activity was relatively new and experi- » 
mentation therefore seemed legitimate, whatever objections I 
any one of us might raise against the individual step. Full plan- ; 
ning, too, will have to pass through a period of trial, in which ; 
a repeal of the basic laws, a return to an unplanned system is | 
entirely possible. This possibility will even have to be stressed 
to relieve some of the strain which this transition to planning 
will impose on the democratic framework of our society, as 
every major change of policy inevitably does. It would, of! 
course, be undesirable to have planning abolished after its first 
introduction, and to let society go through some further ex- 
perience with an unplaimed system before a planned economy 
can be finally established. Such an event is less likely if plan- 
ning is inaugurated at a moment when public opinion is al- 
ready so deeply convinced of the necessity to plan that it will 
not be swayed from that conviction by the unavoidable initial 
difficulties of the new system. But historical roundabout ways 
are sometimes unavoidable, and if we must have a period of 
wavering before the course will be finally set toward the new 
goal. It would be a small price to pay for the peacefulness of a 
great act of social reorganization. Once the machinery of jplan- 
ning has existed for a number of years, its abolition is no more 



248 Theory of National Economic Planning 

likely than that of the public school system or of the federal 
judiciary. 

Perhaps Barbara Wootton felt less concerned over the pos- 
sibility that the planning system might be repealed tha n over 
changes in the voters’ minds (or their representatives) with 
respect to particular plans. Might not Congress interfere with 
the operation of a plan durmg the planning period ? Obviously, 
this will be an important danger only if the division of labor 
between the legislative body and the experts is imperfect or 
not firmly established. 

Barbara Wootton, realizing the importance of this point, 
recommended the set ting up of nonpolitical boards to ha^le 
the problems of planning, She hopes that in these boards, re- 
moved as they would be from party strife, a hne of funda- 
mental agreement may eventually appear that could be made 
the basis of a consistent policy, not exposed to attack by any 
one faction. The remaining issues, in her opinion, will be very 
largely of a technical character and capable of being settled by 
more thorough exploration of facts. 

This opinion may be questioned with good reason. Barbara 
Wootton probably overestimates the achievable degree of una- 
nimity, since political issues, such as national defense and 
education, must deeply affect any plan and cannot be made 
uncontroversial by delegating the power to decide them to a 
board. Furthermore, she seems to envisage a number of “extra- 
parliamentary authorities” for the administration of different 
matters rather than one planning board, and this multitude of 
independent boards would hardly leave us any hope for a uni- 
fied plan.” One basic feature of Barbara Wootton’s position, 

“ This is not the only point at which Barbara Wootton seems to think o£ plans 
rather than of a plan. If she really regarded national planning as a juxtaposition of a 
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however, remains unaffected: a clear dividing line must be 
drawn between technical questions of p lannin g, which should 
be decided by independent nonpolitical experts, and all politi- 
cal (decisions, which must be made by elected representatives. 
This distinction is as vital for continuity in planning as it is for 
the protection of the consumer. The basic political decision 
will be the directive to the planning board to give to the con- 
sumers what they want to have so far as these goods and serv- 
ices can be provided through the most eflScient use of available 
resources. This directive will certainly never be repealed. What, 
then, are the areas in which a change of the opinion of the 
voters or of their elected representatives might upset the plan ? 

Such changes may concern the setting of the time preference 
rate or the modification of consumers’ sovereignty for educa- 
tional reasons or for reasons of national security. In these fields 
a legislature may well be tempted to make an abrupt change 
if it discovers the importance of some goal which was previ- 
ously neglected. If Congress, in making such a decision, is fully 
conscious of the cost in terms of interfering with the continuity 
of the plan, there is no cause for an objection on principle. The 
legislature, however, might be so anxious to put its new policy 
into operation that it will fail to calculate the cost correctly. 
Therefore a strong case can be made for regulations forcing 
the legislative body to think twice before making changes in 
instructions to the planning board during a plannmg period, 
and to make these changes only if a large majority is convmced 
that the gain is worth the cost. Such regulations would have 
to be written into the procedural rules of Congress, l^ut it may 


^umber of partial plans, the disagreement between us would be fundamental, but 
she has not set forth her position on this matter unambiguously enough to make this 
interpretation necessary. 
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also be useful to put them on a firmer basis through enactment 
as a public law or even as a constitutional amendment. 

Even if Qingressional decisions do not actually interfere 
with the provisions of the plan, they may cause difficulties in 
its operation by altering its premises. Congress may, for in- 
stance, enact a new m inimu m wage law. By raising the cost of 
production and consequentiy the level of prices, this law may 
reduce the salable quantities of many goods and services, and 
will therefore require alterations in the plan. The right to enact 
such laws must remain with Congress: it cannot be delegated 
to the planning board without making popular control over 
these vital matters too remote. The solution lies in adequate 
timin g. The planning board should be given the right to de- 
mand that any measure, which it regards as seriously aflfecting 
the plan, be postponed until the necessary adjustments in the 
calculation and in the arrangements for plan execution have 
been made. Congress should have power to override this sus- 
pensive veto, but under restrictions so severe as to be prohibi- 
tive except in generally recognized emergencies. 

Of the great positive contributions which planning will 
, make to the strength of democratic government, tl^ first^is 
economic securityj which will diminish the temptation to ac- 
cept dictatorship and, at the same time, will help to produce 
that sane type of mind which is essential to the functioning of 
demoCTacy. The second is the possibility for the average citizen 
to recognize clearly the efiects of governmental actions, so that 
responsibility for economic measures becomes real and mean- 
ingful, wiiereas m the present.system it is largely fictitious. 
Any action which the government takes today is encumbered 
with the hazard of incalculable changes in the conditions on 
which success or failure depends. A tax measure, a tarifi reduc- 
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tion, an act of social welfare policy, however well calculated, 
may be frustrated by an unexpected turn in the business cycle 
or by a slackening in the activity of some industries; however 
badly calculated, it may be saved by an equally unexpected 
event that works in the opposite direction. Yet the mechanism 
of democracy requires that a government be held responsible 
for Its actions. If the true merits of a policy cannot be judged, 
nothing is left but a verdict based upon outward success or 
failure, which not only means' a great waste of leaders, who 
are rare enough in any case, but also introduces into democracy 
an element of falsity and many opportunities for demagogues. 
Democracy can only be a sound system if economic events ^e 
precalculable to a much greater extent than today, and this 
can only be achieved through a system of planning. 

Finally, planning will strengthen democracy by removing, 
or at least reducing, the contradiction between a democratic 
form of government and an essentially aristocratic economic 
constitution. It is true that human institutions are not based 
on logic alone, and forces of faith may sustain dogmas and 
organizations in spite of underlying assumptions that are illog- 
ical. But democracy, in our own days at least, has to defend its 
position by rational argument, and cannot afford to be blamed 
for lack of consistency in the application of its own rationale. 
If a man should not be subjected to another man’s will as a 
citizen, if in the realm of politics power should only be exerted 
as a public function and a trust, why should it be different in 
economic life.? It is perfectly possible to argue that private 
management of industries is in the interest of the masses, but 
then it must be generally recognized that this is the only reason 
why private enterprise is to be preferred to public ownership 
and management. Consequently, freedom of action should be 
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granted to the entrepreneur not as a matter of his own right, 
but merely within the limits in which his management proves 
the best way to produce goods and services, for the satisfaction 
of the consumers. The system of planning, as sketched on the 
preceding pages, tries to achieve precisely this. It is not only 
based on the principle that the public interest can overrule the 
right of private ownership, but it also equips society with a 
mechanism by which the entrepreneur’s freedom of action can 
be restricted or expanded, dependent on whether private ini- 
tiative or centralized administration promises better results. 
If private enterprise proves itself in the future a superior tool 
of human welfare, it will be safer within the limi ts of the new 
system than in the old; then there can be no doubt that it is 
not maintained as a privilege for the owner but in the interest 
of the community. Not complete equalit/ of income and 
economic status, but the supremacy of the nation’s will over 
the vested interests of any property owner is a requisite of 
democracy. . 

These are the long-run aspects of the problem. What will 
happen within the next years? In the Russian-dominated part 
of the world the potentialities of planning have greatly in - 
c reased. Territories of considerable economic importance have 
been annexed to the Soviet Union and still far more important 
ones have become parts of the Soviet “sphere” as no minall y 
independent states, but with the prospect of being integrated 
economically as well as politically into the Russian system. 
Area and population in themselves mean much for the success 
of the Five Year Plans, since they increase the possibility of 
r egional specialization. Where a whole coimtry is managed 
as if it were one gigantic industrial enterprise, division of 
labor between the different regions becomes as important as 
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it is within a factory, and no country is so large that it cannot 
gam by further increase in size which makes possible more 
intensive specialization. Moreover, some of the Soviet acquisi- 
tions and new dependencies have not merely size to contribute. 
Aside from such assets as Rumanian oil and Silesian coal, the 
additions to the Soviet sphere bring in a dowry of great advan- 
tages of location: the ice-free ports of Koenigsberg, Danzig,' 
Fiume, Dairen, and others, the Danube, the possibility of 
reaching western Europe and the Atlantic Ocean from Soviet- 
controlled territory over short distances and convenient alter- 
native routes. (The northwestern tip of Czechoslovakia is not 
more than about 150 miles from the French border.) 

Therefore, from a strictly economic point of view, an ob- 
server would be tempted to forecast an even greater success 
for the Russian Five Year Plans than was achieved in the past, 
so that the reconstruction of the war-devastated areas would be 
speedily achieved and the scene set for a spectacular rise in the 
standard of living. It is merely for political reasons that thi s 
development does not seem quite certain. Al though the tri- 
umph over Hitlerism has enormously enhanced the prestige 
of the Soviet leaders among the peoples of the Soviet Union, 
the war has also imposed stresses and strains upon the S oviet 
system , and not all of them may have disappeared with the 
conclusion of hostilities. Population groups numbering many 
hundreds of thousands, if not millions, of people were trans- 
ferred from their European regions of habitation to Soviet 
Asia, because they were regarded as politically unreliable, and 
nothing is known of the success of this resettlement, nor of 
the magnitude of the remaining resentment. Millions of Rus- 
sian soldiers have come in close contact with western popula- 
tions and have been in a position to notice a much higher 
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standard of living in Poland and the Baltic regions, not to 
speak of Germany, Austria, and Czechoslovakia. Will these 
masses be so objectively minded as to remember the low start- 
ing point of the Five Year Plans and the absorption of Russian 
resources by the need for national defense? And even if they 
do, will they not at least feel that in the future the Soviet gov- 
ernment should give them a supply of consumer goods compa- 
rable with that of the western countries, rather than again 
emphasize the production of an enormous amount of capital 
equipment within the shortest possible time? Suppose they 
feel this way, will not the conflict between popular sentiment 
and governmental intentions become the source of much fric- 
tion and loss ? Finally, the head of the Russian government is 
approaching old age, and only experience can show whether 
any workable provisions for succession have been made. Th e 
i mplications of dictatorship are m ore than ever a threat to the 
final success of Soviet planning . 

The world outside the Soviet sphere is divided into a^ection 
in which majority opinion likes to be told that the basic form 
of economic organization is “free competitive enterprise” and 
another one in which the preference is for some type of so- 
cialism unspoiled by dictatorship. The first section consists 
ifiainly of the United States, the second of non-Russian Europe, 
with most of Latin America, the British Dominions (except 
conservative South Africa), and perhaps Kuomintang China 
in between. The difference m basic impulses is not so great as it 
may seem. In the United States as in Europe people want eco- 
nomic secTurity in a form compatible with individual liberty. 
It is even doubtful whether there is any great difference in the 
emphasis placed respectively on liberty and security. But many 
Americans are still inclined to believe that a reasonable degree 
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of economic security can be achieved without an intensive and 
systematic use of governmental powers for the stabilization of 
economic life, and that such use should be avoided because 
liberty is safer if governmental functions are kept within rela- 
tively narrow limits. Europeans, on the other hand, have had 
the unforgettable experience that a regime which extinguished 
personal liberty even m its most elementary forms grew and 
spread with the support of private capitalists. Therefore restric- 
tion of the economic power of business and its close supervi- 
sion by the government seem to most Europeans not merely 
compatible with personal liberty but one of its prerequisites. 
The Europeans have also received an object lesson in the po- 
litical dangers of economic instability. In Europe, no observer 
with an open mind can fail to realize that Hitler, in spite of 
all the support he received from the capitalists, would never 
have come to power had it not been for the despair brought 
about by the Great Depression. Finally, Europeans have had 
enough experience with government regulation to know that 
governmental power can be made to respect mdividual liberty 
through democratic control— which means, of course, not 
merely control by the majority of a legislature but majority 
rule plus an independent and impartial judiciary watching 
over the inalienable rights of the individual. 

The European nations, however, seem to be in danger <J 
committing one very serious mistake. From England as well 
as from the continent we hear much of socialization, but hardl y 
a nything of serious attempts at full planning. T he term plan - 
nin g, is used very frequently, but without the idea that th e 
e conomy should be guided by a single unified plan. Rather, 
p lannin g is thought of as a sort of supplement to s ocializatio n. 
■\^en the government has taken over an industry, the agencies 
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in charge naturally wish to eliminate the inefficiencies which 
they have inherited from private ownership, and therefore 
they establish a sp ecial plan for that industry . These various 
plans may eventually grow together md, when the remaiiiing 
g aps are filled, an integrated national plan may origin ate. 
There must be men and women in the British Labour Party 
who see that goal now, but in Britain as elsewhere the emphasis 
is on public o wnership a nd not on national plan ning. 

As a matter of time sequence, a good case could be made for 
giving priority tn snriabV.arinn . It might be argued that the 
state, in order to cope with possible sabotage of planning by 
the entrepreneurs, must have an experienced staff of industrial 
managers in its own service, and that this can be achieved only 
if a substantial sector of the economy is publicly owned. But 
are these fears, which might seem exaggerated in the United 
States but are at least not entirely unjustified in Europe, really 
responsible for the lag m planning.? Does the cause not rather 
lie in a continuation, through mere inertia, of the socialist 
tradition which regards private ownership in the instruments 
of production as the source of all evils and its removal as the 
one basic change necessary ? 

Not only is the concept of full national plaiming relatively 
new and unfamiliar to the political leaders of socialist parties, 
but its practical application is also beset with greater technical 
difficulties . The nationalization of mines and factories is a 
simple proc ess. Their efficient operation by the governme nt 
may prove td be a somewhat more difficult problem, but eve n- 
tually the- governme nt is likely to achieve at least a reasonabl y 
s^factory level of performance. The establishment of a na- 
tional plan would involve far more of an experiment. Methods 
would have to be tried out in the process of compiling the 
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national plan and putting it into execution, and a temporary 
failure, without much significance for the final result, migh t 
politically embarrass the party in powe r. Thus a natural tend- 
ency to work along lines to which minds have been long ac- 
customed may be reinforced by the apprehensions of leaders 
for whom the maintenance of their parliamentary majority is 
a very legitimate consideration, and who, in choosing between 
alternatives, will interpret party interest in terms of short-run 
effects unless conclusively shown that a definite long-term in- 
terest requires a different course. 


The long-term interest of the labor movement and the ful- 
fillment of its secular task in the development of h uman society 



zation . The transfer of factories from private to public owner- 
ship may by itself produce important economic results when 
profit rates are abnormally high, as they sometimes are in 
colonial enterprises or as they were in the early phase of the 
Industrial Revolution. Otherwise, the value of the change, ex- 
cept for considerations of political necessity or social power,” 
depends entirely on the use which the government makes of 

A nationalization policy may be worth while, in spite of limited material effects, 
because it reduces the amount of power which one individual, as an employer, can 
exert over others Of course, nationalization will increase individual freedom only 
if the government which steps into the shoes of the private entrepeneur is demo- 
cratically controlled Differences m income and wealth, even aside from employer- 
employee relationships, often create conditions of dependency and mfrmgements 
upon personal dignity, in instances ranging from the creditor’s power over the 
debtor to the economic roots of prostitution To the extent that nationalization makes 
economic status more nearly equal it contributes to human liberty 
Although nationalization may be a suitable means of removing causes of depend- 
ence, there are usually other methods by which the same purpose can be achieved, 
perhaps not quite so completely but m a degree to take much wcight'^from the social 
power argument for nationalization Labor unions reduce the employers* power over 
his employees, social msurance laws, public relief for the destitute, provisions for 
emergency loans, by cushioning the effects of unemployment make it less vital for the 
average person to keep m an employer’s good graces. 
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the instruments of production. If government ownership leads 
to the elimination of diseconomies, and especially i£ nationali- 
zation proves to be a prelude to over-all planning and thereby 
to stabilization at full employment, it will be successful* In 
any other event people are likely to discover that the change 
has not deeply affected their lives, and they will be disap- 
, pointed. Even if nationalization meant the immediate con- 
fiscation of all surplus value, the effects would not.be of 
|sufficient magnitude to mark a great historical change, for in 
no modern country do the earnings of the wealthy," after 
deduction of taxes, amount to a very large part of the national 
income. Moreover, the nationalization procedures in demo- 
cratic coimtries do not involve confiscation, but transfer of 
property with compensation, and the effects of nationalization 
as such upon income distribution are therefore even more 
limited. If nationalization was the last word instead of the 
first act of the reforms which the British Labour Party and 
Continental European socialists are now trying to intsoduce, 
the present moment would go into history as one more op - 
portunity missed by reformers.! 

Many such opportunities have been missed in the past. The 
socialists of Germany and Austria after their coming into 
power in 1918, the British Labour Party in 1924 and especially 
in 1929, Leon Blum as the leader of the Popular Front govern- 
ment in the 1930’s, could all have achieved much more if the y 
h ad been able to recognize the most decisive tasks and to attac k 
t hem with a dear progra m. The same is true, perhaps in a still 
higher degree, of the New Dea l. Great were its achieven^ents, 
but they could have been much greater if there had been a 

For the sake of brevity, the difFercncc between the concepts “surplus value” and 
“earning of the wealthy” is neglected, since the failure to distinguish between the 
concepts does not affect the condusions. 
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deeper realization of the relative sip;nificatice of goals an d 
a more reali sHc appraisal nf inpans. The NIRA was almost | 
entirely a waste of fine impulses, political energy, and favor- 1 
able climate for ref orm The reformers of the interwar period 
have often been accused of lack of will power and of an undue 
readiness to compromise, but most if not all of these accusa- 
tions were unjustified. With more right the reformers c ould 
have been criticized for lack of a thoroughly planned strategy , 
f o£ a failure to recognize among the many troublesome q ues- 
ti^s those whose solution would produce the greatest results 
with the least sacrifice, and then to concentrate all the resources 
of political power and expert kno wle d ge on the key spots . In 
the whole period from 1918 to 1939, the task of working out 
a comprehensive plan for the full use of all resources accord- 
ing to consumers’ preferences should have been given priority 
among all problems which the reformers had to face. 

But the failure to chart the right course for reform was very 
pardonable in that period. The concept of planning was still 
in its early phase of evolution. Almost by necessity, it became 
conf used with the idea of “business self-government” and had 
t herefore little appeal to anyone who understood that the latte r 
term was merely a euphemism for compulsory cartels . More- 
over, the real achievements of the interwar period m the field 
of social insurance, collective bargaining, public housing, and 
others created a consciousness of progress which did not make 

^ The structure chosen for the NIRA was greatly influenced by uncertainty about 
the freedom of action which the Supreme Court, m mterpreting; the Constitution, 
would allow to Congress and to the administration Moreover, even provisions which 
m themselves could not do much good might well be justified as a, means of en- 
couraging industry by showing that the government was no longer passive Although 
these conditions provide a partial justification for the course of action which the 
Roosevelt admmistration chose in 1933 and 1934, it still remains true that this was 
not the most constructive use that could have been made of the extraordinary readi- 
ness of the American people, in the early 1930’s, to welcome far-reaching reforms 
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it easy to see that the most decisive point had not yet been 
attacked. Also, in the 1930’s, the improved technique of miti- 
gating a depression by fiscal policy was quite naturally over- 
estimated and wrongly taken as a final answer to the probljm 
of stabilization. Our own epoch, however, could hardly plead 
attenuating circumstances if it failed to progress much farther 
toward the realization of economic security under freedom. 

T he failure, so far, of the European reformers to inaugu rate 
over-all plannmg does, of course, not prove that they will no t 
_^ undertake this task in the near future . Especially among the 
intellectual leaders of the British Labour Party, the idea ■will 
almost certainly gain ground that the establishment of an 
integrated national plan rather than a change in the owner- 
ship of some industries will be the task which labor must fulfill 
in order not to be found wanting. The opportunity is still there, 
but the political mood which made the great labor victory of 
1945 possible will not perpetuate itself. It must be supported 
by successes great enough to outweigh the natural grojvth of 
opposition against the party responsible for government under 
difficult circumstances, Unless the Labour government under- 
takes the establishment of a national plan, and succeeds in this 
undertaking, it will exhaust its credit with the voters probably 
in the not-too-distant future. 

■ If Great Britain were to provide an example of successful 
national planning, the effect upon the United States would be 
very great. The reverse, however, is true in an even higher 
degree. If the United States, widely regarded as the firmest 
stronghold of implanned capitalism, were induced by experi- 
ence to turn to systematic planning, the whole world would 
almost certainly follow suit. Is there any chance for such a 
development? 
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On the surface the prospects seem almost nil. Wartime gov- 
ernment regulation, especially the OP A, has left Americans 
with a great desire t o rely again on the “operation of the law 
o f supply and demand” rather than on conscious regulation o f 
t he market. At the present moment, the people of the United 
States is not yet in the proper state of mind for an objective 
evaluation of its economic experience during the great con- 
flict. This was not an experience with full planning . At no 
time was there even an attempt to establish a national plan, 

' showing how much of every type of commodity could be pro- 
duced and why that specific quantity would be bought. To be 
sure, there were rough estimates of total spending power and 
total production to determine the inflationary gap; also, the 
various government agencies, allocating material to various 
industries, implicidy decided what the output should be. Had 
they made these decisions after advance calculations and a 
t horough comparing of notes, instead of “muddling through ” 
f rom one emergency to another and with the right h and 
o ften ignorant of what the left hand was doing, a nati onal 
p lan might have originate d. As it was, we have lived in an 
economy with intense government interference, containing 
some elements of planning, but not in a planned economy. 

The haphazard character of the wartime regulation policies 
was imavoidable. Full planning of the war economy was pre- 
vented not only by the difl&culdes inherent in that task, which 
have been explained in a previous chapter, but also by the 
failure of the United States to establish a plannmg machinery 
in peacetime, and of her lack of a governmental st^ to ad- 
minister complex economic regulations— high-ranking expert 
advisers are not adequate substitutes for skillful administrators 
on all levels. Perhaps the worst handicap was the slow awaken- 
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ing of the American people to the economic realities of modern 
war. Under these circumstances, the improvised machinery of 
economic administration could operate only in a very im- 
perfect fashion. At times, the economic policy of the govern- 
ment, conducted by harassed officials facing tasks for which 
there were no precedents, undoubtedly resembled the throw- 
ing of monkey wrenches into gears rather than the careful 
steering of a complex and delicate mechanism. Yet if a machine 
is getting out of control, as the price mechanism on occasions 
threatened to do, it may be better to throw a monkey wrench 
into its gears than to let it proceed on a dangerous course. ^ 

Just as unavoidable as the shortcomings of the war economy, 
however, was the failure of the general public to distinguish 
between planning and makeshift mtervention . The prejudice 
against planning was supplemented by the absence of a slump 
immediately following demobilization and the cancelmg of 
war orders, and the resulting comfortable belief that even 
without far-reaching antidepression measures the exp^erience 
of the 1930’s would not repeat itself. The combined effects of 
this optimism and of the resentment against war regulations 
became apparent in the election results of November, 1946, m 
which the voters’ motives were the precise analogy of the 
“return to normalcy” vote of 1920. 

But the illusion that the wheels can be turned back will be 
of short duration. The conservatives, perhaps even more than 
the progressives, are anxious to protect the American economy 
from the effects of labor disputes. This extremely urgent prob- 
lem cannot be solved merely by weakening the unions as some 
legislators, at the time of writing, seem to believe. Even if public 
opinion approved of such a policy, organized labor could not 
be deprived of its fighting power without the utmost resist- 
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ance, and the effort to force the unions into a position in which 
they would be incapable of organizing many strikes would 
probably produce an enormous strike wave before it could 
obtain its success— if it ever were successful. Moreover, any 
strong antiunion legislation is likely to consolidate the labor 
vote against the party responsible for such enactments, and 
the conservatives cannot hope for that unanimous support 
from all other groups which alone could sustain their majority 
in the face of a common frorif of labor opposition at future 
elections. What the nation wishes and needs is not a shift in 
the prospects of winning out in labor disputes: it is a substi- 
tution of peaceful methods for industrial warfare. 

All efforts to solve the strike problem will therefore ulti- 
mately lead to a system of arbitration which is not based en- 
tirely on voluntary acceptance of awards. The implications 
of such a system have been explained. Wages and prices are 
linked, because without knowing the prices which will pre- 
vail it .is impossible to deter min e the wages which industry 
can pay and which workers must have. There is no efiectiv e 
la bor arbitratio n without wage planning, no wa ge plann ing 
without price planning, no price planning without productio n 
p lanning. P eaceful settlement of labor disputes is impossible 
under a policy of “taking government out of business.” 

The conservatives will face still another dilemma. During 
the battle against the OPA they urged that full reliance be 
placed upon the “law of supply and demand.” Their argument 
was that price control would prove unnecessary because prices 
would drop when demand would prove incapable, of taking 
the whole supply oflE the market at the existing price level. This 
expectation is perfectly correct— but what does it mean? The 
inadequacy of demand will be noticed by the sellers only if 
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unsold stocks accumulate. This accumulation must be suffi- 
ciently persistent to force dealers and producers, who have 
bought merchandise or material at higher prices, to resign 
themselves to the inevitability of losses, and then to forceAhe 
same attitude on the sellers of semifinished goods, raw mate- 
rials, and tools. A substantial reduction of the price level, in 
other words, is not possible without the material and psycho- 
logical symptoms of a depression. But no government, con- 
servative or liberal, can afford a severe depression. Therefore, 
as soon as the “law of supply and demand” leads to serious 
price drops and consequendy to a slump on the labor market, 
Congress and the administration will have to intervene with 
WPA policies— probably surpassing the original model in 
magnitude. This return to New Deal methods will be politi- 
cally difficult for party leaders who in the past have bitterly 
attacked the New Deal. Specifically, the conservatives in Con- 
gress are committed to the idea of a balanced budget, which 
is incompatible with antidepression policies. 

However the conservatives may act in the face of this 
dilemma, it will become clear that there is no conservative 
formula for the smooth solution of our problems— no formula 
that would spare the United States a major reorganization of 
her economy. It is equally important to know that there is no 
probability that the present trend toward the Right will lead 
to extreme solutions— barring a major political or economic 
disaster, which would substitute counsels of despair for calm 
thinking. The fears of disappomted liberals, who are inclined 
to regard the elections of 1946 as the preliminaries to a triumph 
of fascism in the United States, have no more justification than 
the apprehensions of conservatives in the 1930’s who saw in 
Roosevelt the inaugurator of a communist revolution. 
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The “conservative recession” may even prove highly advan- 
tageous, not merely for the reason that it gives the American 
people an opportunity to explore once more the alternatives 
to pianning and thus more firmly convince themselves of its 
necessity, but also because it will demonstrate the area of agree- 
ment among practically all Americans. In a previous chapter 
of this essay, we have rejected Hayek’s idea that unanimity of 
opinion on the purposes of specific plans is required for plan- 
ning. It is true, however, that democracy, with or without 
planning, cannot function unless there are some basic tenets of 
social life on which virtually all members of society agree. 
Democracy, as an order of peace destined to protect the com- 
mon interests of all members of society during unavoidable 
conflicts, has sufficient strength only if the common iuterests 
which all recognize include not only material welfare but also 
some basic ideals of social hvmg. The succession of a period of 
prevailing conservatism following a period of prevailing liber- 
ahsm i? likely to show, through the limited character of the 
ensuing changes, that we all have more in common with one 
another than we usually realize in the heat of the party strug- 
gle. In her chapter on “Political Freedom,” Barbara Wootton 
describes very convincingly why the area of agreement so 
often appears much smaller than it really is: “In political 
controversy it is generally customary ... for opposing parties 
to attack the whole of each other’s program.”” Therefore 
“political tactics demand that every disagreement should be 
exploited and magnified, and every agreement niinimized or 
kept dark.”* She stresses the need for “discovering agreement 

^Freedom under Planning, p 147. As mentioned above, she probably underesti- 
mates the area o£ disagreement which would remam even \i the magnifymg cflFect 
of party politics were removed* 

^Ibid.,^ 15 1 . 
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prior to action, and certainly this discovery is never more 
important than before society enters into a phase in which a 
great task of economic reorganization must by necessity be 
performed. In the course of that process our political frame- 
work will iuevitably be subject to stresses and strains, and 
therefore we must reinforce it by calling to mind that which 
we have in common. No reform, however praiseworthy m 
itself, would give us an adequate compensation for a break in 
the framework of democracy, but it is just as true that democ- 
racy has to prove its vitality in securing the necessary reforms. 
Error, however costly, is tolerable, so long as the will and the 
strength to effect corrections remain. Only stagnation is in- 
tolerable. 

At the present moment there seems to be a great opportunity 
to reduce the price which we should have to pay for avoidable 
roundabout ways and unnecessary hesitations. We can spare 
ourselves much sacrifice if we ignore the soothing words, 
which try to make us believe that there is no great danger of 
a new depression, or that we can meet it by breaking monopo- 
lies, by a public works program, by extension of the social 
security services, by intensification of international trade, or 
by any other means short of the conscious guidance of produc- 
tion toward the full use of resources for the satisfaction of the 
consumers. Many of the other measures recommended as a 
remedy against a postwar slump are excellent in themselves, 
and some are even conditions for the survival of democracy, 
but they alohe are inadequate as a protection from the danger 
of a new “crisis of abundance.” 

In the course of this essay, the industrial use of atomic power 
has been mentioned as a possible cause of abundance, which 


Ikd , p, 148. 
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would put the problem of planning under an entirely difiFerent 
aspect. The sinister side of the great discovery, however, has 
an equally important bearing on the subject— but a separate 
and voluminous book would have to be written to elaborate 
the economic implications of the military use of atomic fission. 
In such a book, most of the space would have to be given to 
the problem of defensive preparedness for atomic warfare. 
Conceivably, the threat of atomic bombing will seem so great 
in the near future as to force us to disperse our industries and 
our population over as wide an area as possible, dissolving our 
big cities. Such an eventuality would make any discussion of 
plaiming in preatomic terms obsolete, nor would the concepts 
of balanced budget or limitation of government interference 
with business have a sound of realism in the face of this task. 
If a great dispersal movement became necessary at a time when 
atonlic power was already available for industrial use, with 
that enormous increase of our productive capacity which some 
experts.expect, a great deal of heartbreak would still be un- 
avoidable, because it will always be found where people are 
uprooted from their habitual ways of life indiscriminately and 
without regard for their personal preferences, even if the 
standard of living can be maintained on a high level. Infinitely 
worse, however, would it be if dispersal was forced upon us 
before our industrial resources have been multiplied by the 
peaceful effects of atomic fission. In this event, the United 
States would lose much of the accumulated fruits of labor with- 
out compensation, and the resulting drop in the* standard of 
living could be reduced but not eliminated by wise and careful 
planning.-Let us hope that we can use planning as a means of 
making economic progress greater and safer instead of merely 
minimizing the loss of retrogression. 
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